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EXECUTIVE SUMMARY
INTRODUCTION

The North American Free Trade Agreement ("NAFTA") will create the world's largest merket,
comprising 370 million people and $6.5 trillion of production. It will open the Mexican econory to
U.S. exporters, investors, and service providers, expanding U.S. jobs by an estimeated 200,000 in the
first two years.

At the sametime, the NAFTA is expected to add about 1 per cent to the growth rate of the
M exican econommy, accelerating increases in personal income and investiments in modern plants,
equipment, and infrastructure. This in turn will help create a more economically sound and politically
stable neighbor on our southern border, one more able to deal with the environmental challenges thet
face us.

The promotion of trade and investment throughout the continent under the NAFTA has
potential effects on the physical environment and on environmental policies and prograns. These
potertial effects were takeninto consideration in negotiating the NAFTA. When Presdert Clinton
endorsed the NAFTA in October 1992, he recognized that the NAFTA itself contained provisions to
protect the environment. He conmitted, however, to pursue additional measures, including
supplemental agreements, to ensure that increased trade with Mexico and Canada would not come at
the expense of the environment.

As part of this commitrment, the President recently signed the North American Agreement on
Environmental Cooperation with the governments of Canada and Mexico. The fundamental objectives
of this Agreement, which will come into force whenthe NAFTA goes into effect, are to promote
cooperation to improve environmental conditions throughout North America and to improve national
enforcement of each country's laws relating to environmental protection.

In addition, the Clinton Administration recently anmounced completion of negotiations with
Mexico on an agreement to establish two new ingtitutions devoted to environmental improvement in the
border area: the Agreement on the Border Environment Cooperation Commission and the North
Anmerican Development Bark. The Border Environment Cooperation Commission will work with local
communities to develop and arrange financing for vitally needed environmental infrastructure projects.
The North American Development Bank will use 90 per cert of its capital -- to be contributed equally
by the United States and Mexico -- to leverage some $2 hillion or more of private funds in the capital
markets in order to finance the construction of these border environmental projects through bonds and
other instruments.

Even with these steps, the potential impact of the NAFTA on the environment continues to
create misgivings or misunder standings among some about the agreement. Because of the high priority
the Clinton Administration places on protecting the environment, and on the importance of informing the
public fully on the issues, the Office of the U.S. Trade Representative ("USTR") coordinated this report
on the likely significance of the NAFTA and the side agreements on environmental and conservation
iSsues.
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The Administration firmly believes, and this Report shows, that the NAFTA and its related
environmental agreements egtablish precedent-setting international mechanisms and national
commitments that will make us more effective than ever in protecting the environment of the United
States and all of North America.

NAFTA AND THE SIDE AGREEMENTS

Provisions of the NAFTA itself ensure that the United States can maintain and enforce its
existing federa and state hedlth, safety, and environmenta standards, as well as U.S. internationd treaty
obligations to limit trade in controlled products such as endangered species.

In addition, NAFTA expressly endorses the principle of sustainable development and includes
environmentally sensitive provisions on dispute settlement and investment. As aresuit, NAFTA goes
further than any previous trade agreement in addressing environmenta concerns associated with the
elimination of trade barriers.

The North American Agreement on Environmental Cooperation (Environmental Agreemern)
supplements the environmental provisions and obj ectives of the NAFTA to maintain and enhance
environmental protection. The Environmental Agreement establishes a framework for United States,
Mexican and Canadian cooperaion on a long agenda of common environmentd metters. The
Ageement specifically commits the parties to effective enforcement of their environmental laws. It also
provides for monitoring the environmental effects of the NAFTA. The creation of this unprecederted
institution and the parties' ability to hold each other accountable for the agreement's ervironmental
commitments hinges, however, upon the entry into force of the NAFTA.

To develop the environmental infrastructure of the border region, the United States and Mexico
have reached an additional side agreemernt to establish two new institutions: a Border Environment
Cooperation Commission ("BECC") to help local communities plan and coordinate environmental
infrastructure projects; and a N orth American Development Bank ("NADBark™) to help generate
financial resourcesfor their construction.

MEXICO'S POLLUTION CONTROL REGIME

Inorder to address "pollution haven and transboundary pollution concerns, in 1993 the U.S.
EPA carried out a comparison of U.S. and Mexican environmental laws, regulations and standards.
This comparison covered water, air, hazardous waste, pesticides, and industrial chemicals, among other
topics. Asaresut of this study, EPA has concluded thet, overall, the United States and Mexican
regulatory regmes are designed to achieve comparable levels of environmental protection.

In1992, Mexico regructured its federd environmental programand made it a mgjor
componert of its Secretariat for Social Development (SEDESOL). The creation at that time of a new
sem-independent office for environmental enforcement, the Federal Attorney General for
Environmental Protection ("PFPA"), marked a significant change in the development of its
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environmental enforcement program This new office has implemented a professional and vigorous
program of inspections, leading to increasingly tough enforcemert follow-up when violations are
discovered.

Recognizing thet Mexico's General Ecology Law was only enacted in 1988, and that additional
technical sophistication in the inspection programwill help bridge the gap between establishment of a
strong enforcement presence and widespread development of compliance-oriented environmental
management practices by industry, Mexico has made impressive strides in implementing its enforcement
programin just five years

RECENT DEVELOPMENTS IN THE U.S-MEXICO ENVIRONMENTAL
RELATIONSHIP

The United States and Mexico have a long history of cooperation on environmental issues.
These joint efforts were given added impetus by the NAFTA negotiations and the negotiation of the
related environmental agreements. Implementation of the NAFTA can be expected to further
strengthen the commitment of both the U.S. and M exican governments to these programs.

The Integrated Environmental Plan for the Mexico-U.S. Border Area ("Border Plan”), which
wasissued in February 1992, is intended to provide for the long-term protection of human health and
the environment within the U.S.-Mexico border area. The Plan contemplates a multi-phase processto
achieve thisgoal. The Border Plan has the following four principal objectives:

(1)  to strengthen enforcement of existing environmental protection laws;

2 to reduce pollution and improve the quality of the border area through new initiatives;
(©)) to increase cooperative planning, training and education; and,

4 to improve understanding of the border area environment.

Since 1992, EPA and SEDESOL have implemented awide range of cooperative projects to fulfill
these four objectives.

At their meeting in Ensenada, Mexico, in October 1993, EPA Administrator Browner and
SEDESOL Secretary Colosio announced plans to begin work in early 1994 on a more comprehensive
Border Action Programto continue and expand the work under the Border Plan. They also committed
to begin work promptly onjoint effortsto study visibility impairment in the border area thet may stem
from power plants (such as Carbon | and 11) and other emission sources in both courtries, and to
develop appropriate corntrol measures under the La Paz agreement on border environmental
cooperation.

Duing the last year and a half, EPA, the U.S. Fish and Wildlife Service and the National
Oceanic and Atmospheric Administration have worked with SEDESOL and other M exican agencies
on a number of cooperative training and education activities. These activities have focused on
environmental enforcement, pollution monitoring and control, and management of nature reserves and
marine resources. While many of these programs have been designed for M exican ervironmental
officials, other prograns have been targeted at maquiladoras, local community officials, and the public.

By virtue of their long common border, migration patterns, and distribution of many species,
both countries have acommon interest in agreat number of wildlife and natural resource issues. The
entire border regon, and in particular the Rio Grande Valley, has a great deal of unique biological
divergaty which the two sides are taking steps to protect. The United States and Mexico have a long
history of cooperating on wildlife protection and the conservation of retura resources. The NAFTA,
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the Environmental Agreerment, and the plans for the new Border Action Program build the base for
closer cooperation in the future.

Environmental protection programs cost money, which often means public funds that are
subject to heavy demands for many needs, particularly in developing countries. Financial mechanisms
targeted directly to environmental infrastructure projects or mgjor conservation prograns can provide
needed financial support for effortsto protect and improve the environment. The recertly negotiated
U.S.-Mexico Border Environment Cooperation Agreemernt to establish the Border Environment
Cooperation Commission and the North American Development Bark, represents one such
environmental financing mechanism directly related to the NAFTA. Other national and international
sources of environmental financing include debt-for-nature swaps and muitilateral development bark
loans to Mexico.

MACROECONOMIC EFFECTS

I mplementation of the NAFTA is expected to promote additional development of both the U.S.
and Mexican economies. In the short run, this economic development will take place through the
increased specialization and economies of scale resuting fromthe freer flow of trade in goods and
services. Inthe long run, the expansion of research and developmert, training, and capital equipment
encouraged by the NAFTA will further enhance economic activity. For Mexico, improved accessto
U.S. technology in the energy, communications, electronics, and other critical industries should provide
an additional boost to growth.

The economic changes that will come withthe NAFTA have the potertial to place additional
stress on the environment, particularly for the development of transport and other trade-related facilities
at border crossings, but they will also expand the public and private resources for pollution control and
other environmental efforts and disperse industrial development away from the already stressed border
areaof Mexico. Thus, the NAFTA and the side agreemments have clear environmental benefitson a
national scale and over the long term, but may result in some adverse local impacts in the short term
These specific effects are discussed in Section VI of the Report.

Defeat of the NAFTA woud not perpetuate the status quo. Rather, it would be aimost certain
to reduce U.S. exportsto Mexico. Mexico coud suffer froma loss of confidence in its economic
growth prospects, reduced domestic and foreign investment, and slower growth. While Mexico would
surely exercise policy options in an attermpt to preserve its prospects for economic development, these
woud be limited, at least in the short run. The near-term effects of NAFTA's defeat in Mexico would
be less growth and more poverty. Inthe United States, this would result in reduced exports to Mexico,
fewer high-paying U.S. jobs supported by such exports, and, uitimetely, higher levels of immigration
fromMexico thatn would otherwise be the case.

Available evidence and empirical research suggest that environmental considerations are
generdly not important determinants of investment decisions in North America. Furthermore, under the
NAFTA and the Environmental Agreement, each country undertakes to avoid environmental policies
that would divert investrment from one country to another. Finally, NAFTA will remmove the current
artificial incentives which have intersified investment along the border through the maguiladora program
Without NAFTA, it is more likely thet intense border investment will cortinue, with the attendant
adverse environmental consequences for the border regon.

SECTORAL EFFECTS
Energy:
Concern for a more efficient, less vulnerable, and environmentally sustainable energy future was the

foundation of the negotiations of the energy provisions of NAFTA. By removing barriers and
disincertives to the use of natural gas in Mexico, NAFTA opens up prospectsfor cleaner power
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gereration. This, together with greater scope for private investment in Mexico's power generation
sector, should help mitigate environmental effects of increased demands for electricity created by
economic growth

By aligning Mexican oil and gas prices with market forces, NAFTA will open greater opportunities
for access to renewable energy technologies. NAFTA dso allows continuation of incertives for
exploration and development of non-renewable energy sources, but does not change disciplines on
subsidies spdlled out elsewhere in the Agreemern.

Absent NAFTA, the benefits of greater use of natural gas and of cleaner technologies coud be
lost. If the NAFTA is not approved, U.S. opportunities to market goods and services in the Mexican
economy would be substartially reduced and the environmenta benefits fromincreased sdes of U.S.
energy goods and services, including natural gas and renewable energy technologies, would be
sonificartly curtailed.

Agriculture:

NAFTA isexpected to result in increases of U.S. exports of grains, oilseeds, and mests, while
fruts and vegetables are likely to accourt for the bulk of Mexico's increased exports. Effects on
environmental quality depend in part on the resultant changes in the output and input mix, and also on
land use patterns. Chemica use changes will differ regionally, but an overall net result is difficult to
discern. Mexico's corn market liberalization, and reduction in water and chemical input subsidies, could
result in reduced cultivation of marginal lands, reducing potertial for erosion, deforestation and loss of
biodiversty.
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Transportation:

By promoting economic growth and increased trade, NAFTA will heighten transport-related
environmental concerns such as congestion, noise, and emissions. However, NAFTA also contains
offsetting provisions that address these same concerns, such as opening up cross-border trucking to
avoid delays, and eliminating the need for inefficient "empty" return trips and risky transfers of
hazardous cargoes a the border. All trucks operating in the U.S. market will be required to meet U.S.
safety standards. NAFTA dso provides a vehicle for upward harnmonization of safety and emission
standards through the work of the Automotive Standards Council. Recertly introduced efficiencies in
rail links should facilitate intermodal carriage and alleviate some of the added pressures on the trucking
sector.

The NAFTA aso provides specific custonms administration procedures to streanine import and
export procedures and to ease congestion at customs border points. This will aleviate air pollution
fromvehicles in U.S.-Mexican border cities. NAFTA's Customs Administration provisions establish a
Working Group, which will meet regularly to address ways to facilitate trade flows, including
harmonization of autormetion requirements and documentation, and proposed administrative and

operational changes.
U.S. Environmental Technology and Services:

With the passage of NAFTA, Mexican demand for environmental technologies will increase
significantly, presenting substartial commercial opportunities for the U.S. environmental technologies
industry and creating high-wage jobs for American workers. Implementation of NAFTA and the
associated Environmental Agreement is expected to increase considerably environmental spending in
Mexico -- from $2 billion in 1993 to well over $3 billion by 1997.

EFFECTS ON U.S. ENVIRONMENTAL LAWS

Much of the concern about NAFTA and the environment has focused on whether NAFTA will
undermine the ability of the U.S. government and the states to establish and enforce their environmental,
hedlth, and saftey laws. In fact, far from weakening environmental, health, and safety measures, the
NAFTA and the Environmental Agreement affirmatively encourage the three countries to improve
standards and strengthen enforcement.

SPECIFIC ENVIRONMENTAL EFFECTS
Product Standards, Pesticides and Food Safety:

NAFTA's provisions ensure that the ability of the United States to establish and enforce its food
safety and pesticide standards will be maintained and that the integrity of U.S. regulatory processes will
be fully respected. Through the NAFTA and the Environmental Agreement, enhancement of product
standards and enforcement activities will be promoted in all three countries. NAFTA also provides
strong incentives and an excellent opportunity to share expertise and experience to secure real public
health and environmental gains.
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Air Quality:

With or without the NAFTA, increasing industrialization and population growth s likely to lead
to increased air emissions inthe U.S.-Mexico border area. Inplementation of the NAFTA will provide
added impetus to cooperative prograns aready underway between the U.S. and Mexican
governments to improve air quality in the border region. Through such cooperation, within eight to ten
years of implementation of the NAFTA it is even possible thet border area air emissions in Mexico
could be reduced below curent levels if the most favorable projections of cooperative efforts and
dispersal of growthin Mexico are realized.

Without NAFTA, the continuation of the maguiladora programis likely to resut in more rapid
growth in air emissions in the border regon, since incertives will be maintained for conpanies to build
additional facilities near the U.S.-Mexico border. Such facilities are likely to be associated with further
population increases, which will, in turn, contribute additional sources of air pollution in the form of
motor vehicle emissions and pollution from residential heating fuels.

Water Quality and Supply:

Continued growth and development in the U.S.-Mexico border region--which could occur with
or without NAFTA--will place increasing demands on already scarce water resources. There are three
main areas of concernt (1) addressing limitations on surface water and groundweter supplies; (2)
improving water quality by constructing adequate wastewater treatment facilities; and (3) preserving
ecosysterms, wildlife habitats and coastal areas.

I mplementation of the NAFTA will provide added impetus to cooperdive projects already
under way between the United States and Mexico, pursuant to the Integrated Border Environmental
Plan, to promote water quality and preserve the border environment. Moreover, the Border
Environment Corporation Agreement will provide additional financing for infrastructure projects to treat
wastewater and provide clean drinking water supplies.

Without NAFTA, the United States and Mexico may have difficulty sustaining their currert
level of cooperation in projects designed to maintain water quaity. In addition, it may be difficult to
obtain sufficient financing to design and construct needed wastewater treatment facilities in the border
area. Moreover, inthe absence of NAFTA, incertives for companies to locate facilities in the border
region will continue, resulting in additional strains on already- scarce water resources.

Control of Toxic Chemicals:
The NAFTA maintains the ability of the United States to control imports of toxic chemicals
from Canada and M exico, pursuant to the Toxic Substances Control Act. In addition, the NAFTA

includes provisions which encourage toxic chemical data and studies generated in Mexico to meet the
same standards and Good L aboratory Practices as data generated in the United States.
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Hazardous Waste:

With or without NAFTA, economic growth in the United States and Mexico is likely to
gererate increasing amounts of hazardous waste. Withthe NAFTA, however, resources will be made
available to manage such waste properly and encourage enforcement of hazardous waste laws.

Atrticle 104 of the NAFTA assures that U.S. agreements with Canada and Mexico to manage
cross-border shipments of hazardous waste will prevail over NAFTA's obligations if there is an
inconsistency. Article 104 makes the same provision for the Basel Convention, which governs
international shipments of hazardous waste.

In addition, Chapter 12 of the NAFTA ensuresthat U.S. environmental engneering and waste
firms and professionals will be able to offer their services in Mexico to construct safe
disposal facilities for hazardous waste.

Inthe absence of NAFTA, the amount of hazardous waste from M exico requiring management
in the United States could increase, as a result of severa factors. Firgt, the continuetion of the
maquiladora programiis likely to result in increasing industrial activity in the border area with associated
growth in generation of hazardous waste. In contrast, implementation of the NAFTA could significantly
reduce the incentives to locate in this regon. Second, without NAFTA and its associated Border
Environmental Cooperation Agreement, Mexico may have fewer funds to invest in waste management
infrastructure.  Finally, without the NAFTA, the Environmental Agreement’s mechanisms to foster
enforcement efforts will not go into effect.

Non-hazardous Waste:

With or without the NAFTA, economic growth in the United States and Mexico is likely to
gererate increasing levels of non-hazardous wastes. The lack of infrastructure and proper waste
management practices along the border is already causing serious environmental and health concerrs.
New waste generation will only add to these problens.

The Border Financing Agreement will give a preference to infrastructure projects addressing
solid waste disposal needs. M oreover, inplementation of the NAFTA may reduce the growth of waste
along the U.S.-Mexico border by decreasing incentives for industries and populations to locate along
the border.

In the absence of NAFTA, the continugtion of the maquiladora programis likely to result in
increasing population and industrial growth rates along the U.S.-Mexico border. Further, without
NAFTA it may be very difficult to secure adequate funding to properly manage the waste generated in
this region.

ES-8



TheNAFTA: Rgoat onEvironnantd Issues BewtiveSnmay

Chemical Emergencies:

Increased industrial growth near the U.S.-Mexico border -- which could occur with or without
NAFTA -- may increase the likelihood of a chemical emergency affecting the environment of both
courntries.

The United States and Mexico are engaged in cooperative effortsto improve emergency
preparedness coordiration between the two courtries. The Supplementa Agreemert on the
Environment specifically includes "environmental emergency preparedness and response activities' as an
itemin the work program of the Council for Ervironmental Cooperation.

Wildlife and Endangered Species:

Current development and activities in the U.S.-Mexico border area are having an adverse
impact on wildlife and endangered species in the border area

Although NAFTA could contribute to short-term slight to moderate increases in these adverse
effects as a result of increased trade and development between the two countries, inthe long term,
increased opportunities for cooperation between the United States and Mexico as the result of the
NAFTA will help to address the stresses of development. Furthermore, maquiladora devel opment will
tend to be dispersed away fromthe border areato other parts of Mexico, thus reducing its impact on
the border area. Findlly, the Environmental Agreement provides a mechanism to address many of these
problems, especially those related to enforcement. In particular, new environmental funding and
Increased personnel could resut in improved environmental conditions and reduced environmental
effects in the border regons of both countries.

If NAFTA is not implemented, incentives will continue under the maquiladoras to locate
facilities in the border areas, thus exacerbating environmental pressures on the border, such as loss of
habitat, adverse impacts to endangered and threatened species, and reductions in groundwater levels.
Moreover, many of the increased opportunities for cooperation, training and enforcement of wildlife
protection laws discussed below would be lost.

Fisheries:

Although some fisheries-related environmental problems (in particular, the tuna-dolphin and
shrimp-turtle problems) have been a source of friction between the United States and Mexico,
substartial progress has been made by Mexico to address these problens. Indeed, Mexico has
reduced its dolphin mortality rates dramatically.

NAFTA provides opportunities for increased cooperation in fishery management and
conservation, and safeguards enforcement of laws relating to use of these resources, for example
through the CEC established under the Supplemental Agreement.  This could resut inimproved
management of each species and conservation of depleted stocks.

Without NAFTA, currert bilateral consuitations will continue, but without the improved
atmosphere and hightlevel attention that the Environmental Agreement provides. NAFTA has provided
the incentive for many significant improvements in Mexico's conservation policies regarding living marine
reslpL_rces. Without it, the United States will not have a commitment from Mexico to give effect to these
policies.

Forests, Parks and Rangelands:
While deforestation in Mexico will likely continueg, it is anticipated that NAFTA could dow the

rate of deforestation somewhat, due to a general increase in wage rates and an increase in dternative
sources of productive employmert.
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Inthe short term, resource threats to the National Park System may be created by an increase
in cross border trangportation, increased population settlement with some additiona industrial site
development at or near the border, consequent decreased water quality, and increased destruction of
cultural resources. However, increased opportunities for joint cooperation to address these problems
may alleviate some of their impacts. NAFTA may increase demand for services from public lands, but
otherwise itsimpact on themwill be negligible.

If NAFTA is not implemented it is unclear whether alternate mechanisms to reduce
deforestation exist. Pressure in the border areas would continue, particularly those driven by the
concentration of mequiladoras. Without NAFTA, public use and demands on public lands will
continue, but likely at lower levels than with the implementation of NAFTA. However, without
NAFTA, the leve of adverse impactsto park resources would be dightly greater than long-term
conditions with NAFTA due to less joint coordination and cooperation between U.S. and Mexican
environmental agencies to reduce environmental problems.

Health Implications:

Asauming that the NAFTA is successful in increasing economic development in Mexico
generally, and along the border specifically, increased governmental support to the community and
hedlth infrastructure is expected, accompanied by animproved overal health status.

Inthe absence of NAFTA, if Mexico does not place greater emphasis on environmental
enforcement along the border, the environmental health issues could increase significantly, particularly
for victims of surface water and groundwater pollution. Health problems ranging from bacterial
infections to toxic effects from hazardous waste coud also increase. Health and environmental
resources, currently inadequate on both sides of the border, could be expected to remain so.
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I. INTRODUCTION

The North American Free Trade Agreement ("NAFTA") will create the world's largest merket,
comprising 370 million people and $6.5 trillion of production. It will open the Mexican econory to
U.S. exporters, investors, and service providers, expanding U.S. export-supported jobs by an
estimated 200,000 in the first two years. At the same time, it may add up to 1 percent to the growth
rate of the Mexican economy, accelerating increases in persona income and investments in modern
plants, equipment, and infrastructure.

The promotion of trade and investment throughout the continent under the NAFTA has
potertial effects onthe physical environment and on state and national environmental policies and
programs. When President Clinton endorsed the NAFTA in October 1992, he recognized that the
NAFTA itself contained provisions to protect the environment; however, he committed to pursue
supplemental agreements to ensure that increased trade with Mexico and Canada would not come at
the expense of the environment. As part of this commitment, the President recently signed the North
Anmerican Agreement on Environmental Cooperation with the governments of Canada and Mexico.
The fundamenta objectives of this agreement, which will come into force whenthe NAFTA goes into
effect, are to promote cooperation to improve environmental conditions throughout North Anerica and
to improve national enforcement of each country’s laws relating to environmental protection.

In addition, the Clinton Administration recently anmnounced completion of negotiations with
Mexico on a Border Environment Cooperation Agreement. This agreement establishes two new
institutions devoted to environmental improvement in the border area. The Border Environment
Cooperation Commission will work with local communities to coordinate, develop, and arrange
financing for vitally needed environmental infrastructure projects. The North American Development
Bank will use 90 percent of its capital -- to be contributed equally by the United States and Mexico --
to leverage some $2 hillion or more of private funds in the capital markets in order to finance the
construction of these border environmental projects through bonds and other instruments.

Even with these steps, the potential impact of the NAFTA on the environment continues to
create misgvings towards the agreement, which are sometimes fed by misunderstandings or
misinformation. Because of the high priority the Clinton Administration places on protectingthe
environment, and on its desire to informthe public fully on the issues, the Office of the U.S. Trade
Representative ("USTR") has coordineted this Report on the likely significance of the NAFTA and the
side agreements on environmental and conservation issues.

This Administration firmly believes, and this Report shows, that the NAFTA and its related
environmental agreements will establish precedent-setting international mechanisms and national
commitments that will make us more effective than ever in protecting the ervironment of the United
States and all of North Amrerica.

The 1992 Environmental Review

Even before the NAFTA negotiations began, as Congress considered granting the President
negotiating authority in 1991, concerns were raised about the potential environmental effects of such an
agreement. Sonme feared that a free trade agreement with Mexico woud aggravate ervironmental
problems onthe border. Some sought assurances that the trade agreement would not weaken U.S.
hedth, safety and environmentd standards. Some expressed concern that Mexico's environmenta laws
were inadequate and their enforcement so lax that M exico would become a "pollution haven'* for U.S.
companies trying to avoid environmental regulation. Some worried thet U.S. laws to protect wildlife
coud be undermined.

In May 1991, in response to these concerns, President Bush committed his Administration to
undertake a review of U.S.-Mexico environmental issues, including an analysis of the possible
environmental effects of a free trade agreement. The review was undertaken at the outset of the
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negotiations, so thet the information obtained could be taken into account by U.S. officias during the
NAFTA negotiations. A first draft of the review was mede available to the Congress, the general
public and U.S. NAFTA negotiators on October 17, 1991. USTR received public comments on the
draft review through January 30, 1992. The review was revised to include a genera discussion of the
comments, and some changes were made to the review in response to specific comments. The final
231-page report, Review of U.S.-Mexico Environmental |ssues, was reeased in February 1992.

The 1992 Environmental Review concluded that NAFTA would have significant potertial
environmental benefits and limited adverse effects for the environment in the United States and M exico.
This conclusion was based on four mgjor factors:

(D) The Review found that the experience of other countries showed that increased
economic growth generated by NAFTA would gererate greater domestic dermand for
improved environmental quality and provide M exico with additional motivation and
resourcesto invest in environmental protection.

(2 The Review aso determined that NAFTA would ease environmenta pressures on the
U.S.-Mexico border, as free trade would encourage economic development to occur
beyond the border regon.

3 The Review concluded that Mexico would not become a pollution havenfor U.S. firms
for severd reasons. Firdt, investors could not expect a significant difference over time
between U.S. and Mexican environmental requirements. Second, pollution abatement
costs represent a smell share of production costs for most U.S. industries. Finally,
many of the industries with high environmental costs are capital intensive, making it
economically impractical for themto move to anew location.

4) Findly, the Review identified a number of other environmenta benefits from NAFTA,
such as improving M exican access to clean fuels and technology, and easing
environmental pressuresin Mexico City.

Animportart purpose of the Review was to provide guidance to U.S. negotiatorsin achieving
an environmentally sound agreement. Consequertly, the review set forth a series of recommendations
thet "woud help NAFTA have an environmentally positive impact.” Most of the recommendations
were subsequertly incorporated inthe NAFTA at the request of the U.S. negotiators.

Scope of This Report

The Clinton Administration is committed to ensuring that Congress and the public have a full
and fair understanding of the environmentd issues that arise in connection withthe NAFTA. The
Administration warts Congress and the public to know the extent to which environmental
considerations were taken into accourt in the negotiation of the NAFTA and the side agreemments, as
well as the resuts of those negotiations. To this end, the Office of the U.S. Trade Represertative has
prepared this report to provide a balanced assessment of the likely effects on the salient ervironmental
Issues raised by the NAFTA.

In preparing this Report, the Administration has focused on new developments since the 1992
Environmental Review. M ost notably, of course, the NAFTA itself was concluded, with a number of
provisions which specifically address environmental issues. In addition, the Clinton Administration
concluded the North Anerican Agreement on Environmental Cooperation with Canada and Mexico,
and has negotiated the U.S.-Mexican Agreement onthe Border Environment Cooperation Commission
and the North American Development Bank with Mexico. Ths Report also addresses environmental
concerns thet have been raised since February 1992. Finally, where new informetion is available,
analyses performed for the 1992 Review have been updated.
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Most of the Report focuses on environmental issues between the United States and M exico.
Because a free trade agreement is aready in effect betweenthe United States and Canada,
implementation of the NAFTA's trade provisions should have few ervironmental implications.
Moreover, in October 1992, the Government of Canada issued the Canadian Environmental Review
on environmental implications of the NAFTA for Canada.

This Report was prepared by aninteragency task force, coordinated by the Office of the U.S.
Trade Represertative. The task force included representatives from the Departments of State,
Treasury, Commerce, Transportation, Agriculture, Justice, Interior, Health and Human Services,
Energy, and Labor; the Environmenta Protection Agency; the Council of Economic Advisors; and the
Office of Management and Budget.

The Report conprises six sections:
° Section | describes the background and scope of the Report.

° Section |1 outlines the environmenta provisions of the NAFTA, and describes the
Environmental Agreement and the Border Environment Cooperation Agreemert.

° Section |11 surveys Mexico's General Ecology Law ard its recent environmental
enforcement efforts.

° Section |V describes recent developments in the U.S.-Mexico environmental
relationship.

° Section 'V provides an assessrent of the likely effects of the NAFTA on such broad
iSsuUes as economic growth, investment flows, various economic sectors, and U.S.
environmental laws.

° Section V1 analyzes the potential effect of the NAFTA on specific environmental issues,
such as water quality and trade in endangered species.

The Clinton Administration recognizes that there are serious environmental problems in North
Anmerica, particularly along the U.S.-Mexican border, that must be addressed in the context of
expanded trade. Greater economic integration among the United States, Canada and Mexico calls for
new commitments to intensify our cooperétive efforts to protect and enhance the quality of the
environment, and new institutions to meke those commitments a reality. The question that Congress
now faces, and thet this Report attempts to answer, is whether passage of the NAFTA will exacerbate
our environmental problems or gve us effective mechanisns to ameliorate them
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II. NAFTA'S ENVIRONMENTAL PROVISIONS
This Section describes the contents of the three NAFTA documents relating to the environment:

° the environmental provisions of the NAFTA itself;

° the North American Agreement on Environmental Cooperation (“the Environmental
Agreemat”); ad

° the U.S.-Mexico Agreement on the Border Environment Cooperation Commission ad
the North American Development Bank (“the Border Environment Cooperation
Ageement").

The effects that these agreements will have on the environment are addressed in greater detail
throughout other relevant Sections of this Report. (See, e.g., SectionV.C, "Effects on U.S.
Environmental Laws.")

A. NAFTA

The provisions of the NAFTA itself ensure that the United States can maintain and
enforce its existing federal and state health, safety, and environmental standards, as well as
U.S. international treaty obligations to limit trade in controlled products, such as endangered
species. In addition, NAFTA expressly endorses the principle of sustainable development
and includes environmentally sensitive provisions on dis pute settlement and investment. As
aresult, NAFTA goes furtherthan any previous trade agreement inaddressing environmental
concerns associated with the elimination of trade barriers.

1. Endorsement of the Principle of Sustainable Development

The NAFTA parties have agreed that economic development should take place inan
environmentally sound manner. Thus, the NAFTA Preamble states that one of its primary purposes is
to:

"Contribute to the harnonious development and expansion of world trade ... in
amanner consistent with environmental protection and conservation; ... promote
sustainable developmernt; ... [and] strengthen the development and enforcement of
environmental laws and regulations.”

2. Health, Safety and Environmental Standards Provisions

The NAFTA includes agreements on sanitary and phytosanitary measures and
standards-related measures. Sanitary and phytosanitary measures ("SPS") generaly deal with
protecting human, animal and plant life and health fromrisks of plant- and animal-borne pests and
diseases, aswell as with additives and contaminants in foods and feedstuffs. Examples of such
measures include U.S. pesticide resdue tolerances and redtrictions on food additives.

Standards- related measures ("SRMS") dedl with voluntary and mandatory product standards and the
procedures used to determine whether a particular product meets a standard. Exarmples of SRMs
include toxic chemical testing requirements, and U.S. regulations concerning pharmeceuticals and other
health care products

The NAFTA explicitly recognizes that courtries have a legitimate need for product Sandards

and for regulations to protect human, animal and plant life and heglth. The NAFTA provisions are
designed to preserve the ability of governments to act in this area while guarding against the unj ustified

4
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use of these types of measures to protect domestic industry. In each case, the NAFTA sets up
requirements and procedures that will help to distinguish legitimate measures from primerily protectionist
measures. The NAFTA aso will help facilitate efforts to make these measures compatible among the
three NAFTA parties, where gppropriate.

The NAFTA text on sanitary and phytosanitary measures (Chapter Seven, Section B) differs
fromthe NAFTA text on standards-related measures (Chapter Nine) in the means used to determine
whether a measure is protectionist in nature.  As described below, Chapter Nine relies on
nor+discriminatory treatment, while Section B of Chapter Seven relies on science and risk assessimert.
A dtrict requirement for non-discriminatory treatment is not possible for sanitary and phytosanitary
measures, since such measures must frequently discriminate against imported goods or goods froma
particular country because those goods pose a differert risk of a plant or animal pest or disease. Under
Section B, discrimination is allowed as long as it is not arbitrary or unjustifiable.

NAFTA has very little bearing on most U.S. environmental laws and regulations. While some
environmental standards are SPS measures as defined in Chapter Seven, or standards-related
measures as defined in Chapter Nine, the great mgjority are not covered by the NAFTA. For
example, severa key U.S. environmental regulatory statutes (including the Clean Air Act, the Clean
Water Act, the Resource Conservation and Recovery Act) are generally neither SPS nor standards-
related measures and are not within the scope of the NAFTA.

a. Summary of provisions

The NAFTA chepters on Standards- Related Measures and Sanitary and Phytosanitary
M easures preserve the ability of the United States to maintain, strengthen, and enforce existing U.S.
health, safety, and environmental standards, and encourage our NAFTA trading partrers to strengthen
ther gandards. Specifically, the NAFTA:

° Affirms the right of each party to choose the level of protection of human, animal, or
plart life or health it considers appropriate;

° Maintains existing U.S. federal and state health, safety, and environmental standards,
and preserves the right to ban non-conforming imports;

° Continues to allow the parties, including states and cities, to enact standards that are
gricter than internationa or national standards;

° Commitsthe NAFTA parties to work jointly to enhance their standards through
upward harmonization;

° Continues to alow parties to act to protect human, animal or plant life or health based
on available informetion when there is insufficient information to conduct a risk
assessment;

° Ensures the ability of each country (and interested groups within them, including
non-governmental organizations) to receive advance notification of proposed reguatory
actions in the other two courtries, to review and comment upon those actions, and to
have such comments taken into account prior to final decision;

° Establishes a Conmittee on Standards- Related M easures to facilitate conpatibility of
standards, consult regularly on matters of common concernin this area, and enhance
cooperation on developing, applying, and enforcing standards-related measures; and

° Establishes a Committee on Sanitary and Phytosanitary (SPS) Measures to enhance
food safety and improve sanitary conditions, pronote harnonization and equivalence of
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SPS measures, and facilitate technical cooperation and consutation on specific SPS
issues.

b. Chapter Seven: Sanitary and phytosanitary standards ('""SPS")

Following is a description of the key SPS provisions of Chapter Seven. The Statemment of
Adrr_ir]istra'{ive Action includes a more extensive discussion of the purpose and meaning of these
provisions.

Article 712 -- Right to take SPS measures. Article 712.1 explicitly recognizes the rights of
governmerts, including state and local governments, to adopt, maintain or apply sanitary and
phytosanitary measures, including measures more stringent than an international standard.

Atrticle 724 -- Appropriate level of protection. In taking sanitary and phytosanitary
measures to protect againgt risks, a centra question is how much protection the government seeks to
provide against a particular risk. Under the NAFTA, the answer to this question is left up to each
government. Each government decides onthe "appropriate level of protection,” which is defined in
Article 724 as "the level of protection of human, animal or plant life or health in the territory of a Party
thet the Party considers appropriate.”

Governments are free to choose this level of protection; the NAFTA explicitly affirms this right
(Article 712.2). Inthe end, the choice of the appropriate level of protection is a social value
judgement. There is no requirement for a scientific basis for the level of protection, becauseit isnot a
scientific judgement.

Article 713 -- Use of international standards. Recognizing thet the sanitary and
phytosanitary measures of the three NAFTA courtries are often different, Article 713 provides for the
use of relevant international standards, without reducing the level of protection of human, animal or plant
life or hedth, as abasisfor each NAFTA government's own sanitary and phytosanitary measures. The
objective in using international standards is to facilitate trade by making the NAFTA parties measures
equivalent or, where appropriate, identical. At the same time, as noted above, the NAFTA explicitly
affirms the right of each government to have a sanitary or phytosanitary measure nmore stringent than the
relevant internationa standard, as long as the sanitary or phytosanitary measure is consistent with the
other SPS provisions.

The NAFTA provisons on sanitary and phytosanitary measures were pecifically negotiated to
meke clear that there would be no "downward harmonization™ of such measures. While governments
are required to use international standards as "a basis' (but by no means the only basis) for their
santary and phytosanitary measures, Article 713.1 explicitly states thet this is to be done "without
reducing the level of protection of human, animal or plart life or health." (Emphasis added.) Article
713.3 aso explicitly provides that nothing in this requirement "shal be construed to prevert a Party
from adopting, maintaining or applying, in accordance with the other provisions of this Section
[concerning, for example, not arbitrarily discriminating between its goods and like goods of another
Party], a sanitary or phytosanitary measure that is more stringent than the relevant international
standard, guideline or recommendation.”

1 The Statement of Administrative Action is the document prepared by the Administration and
transmitted to Congress for Congressiond approva adong with the NAFTA implementing
legidation thet, among other things, describes the NAFTA provisions and explains how the
implementing bill and proposed adminigtrative actions change or affect existing law. This
Statement is required pursuant to Section 1103 of the Omnibus Trade and Competitiveness Act
of 1988, and should be viewed as the authoritative Administration interpretation of the
NAFTA's provisions.
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Article 714.1 -- Equivalence. Inorder to minimize the differences between the three NAFTA
countries' sanitary and phytosanitary measures, Article 714.1 provides procedures to meke the parties
measures equivalent. However, the text mekes clear that these procedures must not reduce the level of
protection of human, animal or plant health, or of the environment. Although an importing party must
accept a measure of an exporting party as equivalent if the exporting party’'s measure achieves the
importing party's appropriate level of protection, the importing party has the right to determine thet the
geasue does not achieve its appropriate level of protection, where it has a sciertific basis for such a

etermination.

Article 718 and 719 -- Transparency. Atticle 718 requires advance public notice and
opporturity to comment on proposed sanitary and phytosanitary measures or modifications to sanitary
and phytosanitary measures. In the case of federal measures, the NAFTA requires at least 60 days
advance notice. Article 718.4 requires a delay between publication of the final sanitary or
phytosanitary measure and its effective date. However, there is an exception from these requirements
where necessary to address an urgent problem relating to sanitary or phytosanitary protection. These
requirements are consistert with requirements already in force for federal agencies under the U.S.
Administrative Procedure Act.

Advance notice and publication of sanitary and phytosanitary measures contribute to what is
oftenreferred to as the “transparency” of measures. A "transparent process' allows interested persons
to know what requirements apply and to adapt their production or other activity to the requirements.
Advance notice and comment should also help to avoid problems and provide an opportunity to
determine that proposed sanitary and phytosanitary measures conformto NAFTA disciplines.

Article 719 provides additional transparency. It requires each NAFTA government to have an
inquiry point that can answer questions from other NAFTA governments and interested persons, and to
provide relevant documents regarding the NAFTA country's sanitary and phytosanitary measures.

Article 717 - Domestic approval. Article 717 providesthat a party may require
governmental approva for the use of an additive, or establishment of a tolerance for a contaminart,
prior to granting access to its domestic market for a food, beverage, or feedstuff containing that additive
or contamnart.

Technical cooperation and harmonization. Several NAFTA provisions address technical
cooperation and the harnmonization of standards. Article 720 provides for technical cooperation
between the NAFTA governments. Article 722 establishes a Committee on Sanitary and Phytosanitary
M easures whose functions include facilitating the enhancement of food safety and the improverment of
sanitary and phytosanitary conditions in the three NAFTA countries, as well as facilitating technical
cooperation between the parties in the area of sanitary and phytosanitary measures.

Article 723 provides for technical consuitations between the NAFTA governments on metters
covered by Chapter Seven's SPS provisions.

Article 723.6 -- Burden of proof. Article 723.6 makes explicit that a NAFTA governmernt
asserting that a sanitary or phytosanitary measure of another government isinconsstent with NAFTA
has the burden of establishing the inconsistency.

c. Chapter Nine: Standards Related Measures (""SRMs'")

Following is a description of the key environmental provisions of Chapter Nine. The Statement
of Administration Action provides a more detailed description of this Chapter.

The NAFTA SRMstext explicitly recognizes the right of each NAFTA party to adopt,
maintain, or apply any standards-related measure, including measures to erforce SRM's, and to prohibit
the import of products until completion of any domestic approval procedure (Article 904). Article



TheNAFTA: Rgoat onEvironnantd Issues Sionll

904.2 explicitly recognizes the right of each NAFTA party to establish the levels of safety and
protection of human, animal or plart life or health, the environment or consuners it considers
appropriate. While there is no obligation under Chapter 9 that a NAFTA party conduct an assessment
of risk or base its SRMs on an assesament of risk, it affirms the right of a country to conduct such an
assessmert in pursuing its legitimate obj ectives.

Article 909 -- Transparency. Chapter Nine also requires advance public notice and
opportunity to comment on proposed SRMs or modifications to SRMs (Article 909). Inthe case of
federal measures, the NAFTA requires at least 60 days prior written public notice. The NAFTA also
reguires a delay between publication of the final SRM ard its effective date. However, thereis an
exception from these requirements where necessary to address an urgent problemrelating to safety or
to protection of human, animal or plant life or health, the environment or corsumers. These procedures
are consistent with U.S. federd agency requirements under the Administrative Procedure Act.

Articles 905, 906 and 913 -- Cooperation and harmonization. Recognizing the crucial role
of SRMs in achieving legitimate objectives, the NAFTA parties commit to work jointly to enhance the
level of safety and of protection of human, animal and plart life and health, the ervironment and
consumers (Article 906.1). The NAFTA provides for the use of relevant international standards,
where effective or appropriate to fulfill the NAFTA party's legitimate objectives, as a basis for each
NAFTA party's own SRMSs, in order to facilitate trade among the parties. At the same time, the
NAFTA explicitly affirms the right of each NAFTA party to adopt or maintain SRMsthat achieve a
higher level of protection than the relevart international standard (Article 905).

The NAFTA parties also commit to meke their respective SRM's compatible to the greatest
extent practicable, without reducing the level of safety or of protection of human, animal or plant life or
health the environment or consumers (Article 906.2). Greater conpatibility should be achieved through
the notice and comment procedures outlined above, and through the working groups envisioned under
the Agreemert.

Other NAFTA SRM provisions include an obligation for each NAFTA party to treat a
technica regulation of another NAFTA party as equivalent to its own if the exporting party
demondtrates to the importing country's satisfaction thet its technical regulation adequately fulffills the
importing party's legitimete objectives (Article 906).

Article 913 establishes a Committee on Standards- Related M easures whose functions include
facilitating the process by which the countries meke their standards-related measures conpatible and
enhancing cooperation on developing, applying, and enforcing standards-related measures.

Article 912.4 - Burden of proof. Aswith Chapter Seven for SPS, Article 912.4 of Chapter
Nine provides thet in any dispute, the burden of proving any inconsistercy of a standards-related
measure with NAFTA is on the challenging party.

3. Relationship of NAFTA to International Environmental and Conservation Agreements

The NAFTA gives clear priority to the trade provisions of certain international environmental
agreements. During negotiation of the NAFTA, Congress and the environmental community sought to
ensure there would be no ambiguity about the relationship between the NAFTA's provisions and the
trade provisions of key international environmental agreements. In particular, they requested an explicit
assurance that the important trade obligations of the Montreal Protocol on Substances that Deplete the
Ozone Layer, the Convention on International Trade in Endangered Species of Wild Fauna and Flora
("CITES"), and the Basel Convertion on the Control of Transboundary Movements of Hazardous
Wastes and Their Disposal (or related U.S. bilateral agreements with Canada and Mexico) coud be
fully implemented without creating any conflictswith NAFTA.
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The NAFTA provides thet in the event of any inconsistency between NAFTA and the
mandatory trade provisons of these environmenta agreements, the environmenta agreements will
prevail to the extert of the inconsistency. Where a party has a choice between equally effective and
reasonably available means of complying with its internetional environmental obligations under these
agreements, it should choose the measure that is most consistent withthe NAFTA.

NAFTA Atrticle 104 specifically lists the three environmental agreements cited above as
agreements whose trade obligations take precedence over any inconsistent obligations under the
NAFTA. In addition, the NAFTA provides that the list of internationa environmenta agreements
whose trade obligations are to be given precedence can be expanded, by agreement among the
NAFTA parties, through listing those agreements in Annex 104.1. Annex 104.1 currently includes the
U.S. bilateral agreements with Canada and M exico regarding transboundary movement of hazardous
wades. The United States has obtained commitments from Canada and Mexico thet our two bilateral
migratory bird treaties, the Convention on the Protection of Migratory Birds (with Canada) and the
Convention Between the United States of America and the United Mexican States for the Protection of
Migratory Birds and Game Mammals, will be added to Amex 104.1 once the NAFTA takes effect.
The United States is considering which additional international environmental agreements should be
added to thislist.

4. NAFTA's Dispute Settlement Provisions

NAFTA's dispute settlement provisions include several that are sensitive to environmental
concerrs. Firgt, as noted above, NAFTA explicitly provides that a NAFTA government challenging
another government's environmenta measure bears the burden of proving thet it is inconsistent with the
agreement (Chapter 7, Article 723.6 and Chapter 9, Article 912.4).

Second, in most types of disputes arising under the NAFTA, the dispute settlement panel may,
on its own initiative or at the request of a disputing party, request a written report from an independent
Scientific Review Board on any issues of fact concerning the environment, health, or safety (Chapter
20, Article 2015). The dispute settlement panel will take the Review Board's report into account
before reaching its final decision and will release the report to the public together with any final panel
decision that is publicly released (Article 2015). The Commission for Environmental Cooperation,
created by the NAFTA environmental side agreemment, may also play a role in preventing and resolving
NAFTA disputesinvolving environmental issues (Env. Atticle 10.6).

Third, if aparty to adispute claims that its action is related to its obligations under one of the
international environmental or conservation agreements, or under NAFTA's provisions on standards or
sanitary and phytosanitary measures, it has the option of having the dispute considered exclusively
under the NAFTA, rather than under the Generd Agreement on Tariffsand Trade (the "GATT")
(Artide 2005). Environmentd groups requested indusion of this provison so that the NAFTA
environmental provisions would apply in those cases, instead of the less specific provisions of the
GATT.

Some objections have been raised regarding the openness of NAFTA's dispute settlement
process. In fact, any disputes that may arise under the NAFTA will be between governments, and the
United States primary interest will be in resolving such diplomatic differences. However, the
Administration recognizes that the outcome of these disputes may be of great interest to those inthe
United States outsde the government. Accordingly, the Office of the United States Trade
Representative will provide, asit has in all recent trade disputes, for public notice and opportunity for
input into dispute settlement proceedings involving the United States under the NAFTA.

USTR currently provides public notice of the initiation of trade disputes through publication in
the Federal Register. It also briefs interested individuals and groups on dispute settlement proceedings
and accepts input fromthe public into the facts and arguments involved in such proceedings. For
example, USTR has met with interested members of the environmental community, industry and
congressional staff on numerous occadons to brief them on particular disputes, including the status of
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the proceeding and the issuesinvolved. USTR aso makes available to the public U.S. submissons to
dispute settlement parels.

Finally, it shoud be emphasized that NAFTA dispute settlement resuts will not supersede U.S.
laws unless and until the government acts domestically to implement the resuits. That will require a
public processin the United States (see discussion in Section V.C). The Statement of Administrative
Action for Chapter 20 provides a nore detailed description of NAFTA's dispute settlement provisions.

S. Investment Chapter Provisions

The NAFTA Investment Chapter (Chapter 11) permits each party to impose stringent
environmental requirements to ensure that investment activity in its territory is undertaken inan
environmentally sensitive manner, so long as the parties do not discriminate between domestic and
foreign investors. This provision permits, for example, the requirement in some states for environmerntal
impact assessmernts of new private construction, as well as governmert projects (Article 1114.1).

Further, Article 1114 also addresses one of the key environmental concerns thet Congress and
the public had about a North Anerican free trade agreement: that businesses might shift their
production to a courtry whose environmental standards were lower, and therefore less costly to
comply with (sometimes called the "pollution haven' issue). In Article 1114.2 the parties renounce the
relaxation of health, safety or ervironmental measures for the purpose of attracting or encouragng
investment. The text sets forth a procedure for compulsory consuitations between parties in case such
arelaxation occurs, with the objective of ending the practice.

The Environmental Agreemert further addresses "pollution haven'" concerns by committing the

parties to effective enforcement of their environmental laws, and providing a dispute settlement
mechanismto erforce that commitment. (That agreement is discussed in more detail in Section 11.B.)

10
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B. SUPPLEMENTAL AGREEMENT ON THE ENVIRONMENT

The North American Agreement on Environmental Cooperation supplements the
environmental provisions and objectives of the NAFTA, further ensuring that trade
liberalization will not come at the expense of environmental protection. The Environmental
Agreement establishes a framework for United States, Mexican and Canadian cooperation
on environmental matters and commits the parties to effective enforcement of their
environmental laws. The creation of this unprecedented institution and the parties' ability to
hold each other accountable for the agreement's environmental commitments hinges,
however, upon the entry into force of the NAFTA.

1. Background

The contours of the North American Agreement on Environmental Cooperation (“the
Environmentd Agreement™), were first laid out by then- candidate Clinton in October of 1992. The
agreement was negotiated at the behest of the United States with Mexico and Canada in the spring and
summer of 1993 and signed by the respective heads of state on September 14, 1993.

This initiative was launched in response to concerns expressed by President Clinton, as well as
by U.S. environmenta and conservation groups and the public, over the possible environmentd effects
of free trade among the three countries. USTR led the negotiations for the Environmental Agreemert.
Mary of the agreement’s provisions were developed by an environmental negotiating sub-group
co-chared by the Environmental Protection Agency and the Department of State, and including
representatives from the Departments of Agriculture, Commerce, Justice, and Interior. These
participating agencies consulted closely with a broad spectrum of business and environmental
organizations, and incorporated many of these groups proposals into U.S. negotiating positions. Mary
of these postions were utimately adopted by the parties.

The Environmental Agreement has a broad, inclusive scope. The Agreement establishes a
Commission for Environmental Cooperation, which may address any ervironmental or natural resource
issue through its work program. Moreover, any environmental concern or obligation of the Agreement
may be the subject of consultations between the parties, from migratory and endangered speciesto
transboundary pollution, to advising the NAFTA Free Trade Commission on disputes on metters
related to the environment. Understandably, the realm of issues subject to dispute settlement panels ad

possible sanctions is more circumscribed, and is focused on whether the parties are effectively enforcing
their environmental laws.

The North American Agreement on Environmental Cooperation will enter into force on January
1, 1994, immediately after entry into force of the NAFTA. The Agreement's key provisions are set
forth below.

11
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2. Preamble and Objectives

The Preamble sets out the goals, principles and aspirations on which the Agreement is based.
It recognizes a tradition of cooperation on the environment, enphasizes the importance of public
participation in environmental protection, and expresses acommitment to support and build on
international ervironmental agreements and on existing institutions.

Fundamental objectives of the Agreement, as set forth in Article 1, are cooperation on the
conservation, protection and enhancement of the environment of North America and the effective
enforcement of and compliance with domestic environmentd laws. Other key objectives include the
promotion of sustainable development, support for the environmental goals and objectives of the
NAFTA, and the promotion of transparency and public participation in the development and
improvement of environmental laws and policies.

3. National Obligations

Part Two of the Environmental Agreement spells out a number of obligations the parties have
undertaken with respect to their national environmental laws and policies. Many of these obligations --
most notably the commitment to effective environmenta law enforcement -- have no precedent in
existing trade agreements or international environmental agreements. These obligations apply to
subnational levels of government as well as to the federal level.

Ensuring high levels of environmental protection. \While affirming the right of each party to
establish its own levels of protection, policies, and priorities, and to adopt or modify its laws
accordingly, Article 3 of the Agreement requires that each party ensure thet its laws provide for high
levels of environmental protection and strive to continue to improve those laws. The Agreement also
protects the rights of states and provinces to set high levels of protection.

Effective enforcement. To achieve high levels of environmental protection and compliance,
each party has committed to effectively enforce its environmental laws through appropriate government
actions such as: appointment and training of inspectors; monitoring of compliance and examination of
suspected violations of law; seeking volurtary compliance agreements; and using legal proceedings to
sanction, or to seek appropriate remedies for, violations of its environmental law (Env. Article 5). A
party's failure to observe this obligation may be subject to dispute settlement and sanctions (Part Five).
These provisions reinforce the NAFTA Article 1114 provisions designed to protect against countries
relaxing environmenta protection in order to attract investment.

Transparency and access to enforcement processes. The parties have aso agreed to
ensure that their procedures for the development and enforcement of environmental laws and
reguations are fair, open and equitable (Env. Article 4). Each party has committed to ensure
appropriate public access to judicia and administrative procedures for the enforcement of its
environmental laws (Env. Articles 5 and 6). Such access for citizens includes the right to request action
for the enforcement of domestic environmentd law, and to sue another person under that party's
jurisdiction for damages.

12
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Other commitments. Each party has also committed:

° to periodicaly prepare and make publicly available reports on the state of its
environmen;

o to develop and review environmental emergency preparedness measures,

o to pronmote environmental education, scientific research, and technological
development;

° to assess, as appropriate, environmental impacts; and

° to promote the use of economic instruments for the efficient achieverment of
environmental goals (Env. Article 2.1).

Each party will also notify the other parties of a decision to ban or severely redtrict a pesticide or toxic
substance, and will consider banning the export to another party of such substances, the use of which is
banned within its ownterritory (Env. Atrticle 2.2).

4. Commission for Environmental Cooperation

Perhaps the most significant elements of the Environmental Agreenent are the provisions
creating the trinational Commission for Environmenta Cooperation ("CEC"). This new organization will
facilitate cooperation among the three NAFTA parties on the full range of environmental and
conservation issues, both within the U.S.-Mexico and U.S.-Canada border areas and throughout the
territories of the three countries.

The CEC, with its continent-wide geographic scope, is a significant ingtitutional complement to
the primerily bilateral institutions that dready exist to foster ervironmental cooperation and avoid or
settle environmental disputes between the courtries of North Anmerica. It provides a structure for the
parties to study issues, form working groups, and solve problems of common concern. In addition to
the CEC's importance for the regon, its formand substance are likely to exert a strong influence on
future environmental relationships -- including those relating to trade -- among other countries around
the world.

a. Structure of the CEC

Part Three of the environmental agreement sets forth the structure and functions of the CEC. A
governing courcil of the environmenta ministers from Mexico, Canada and the United States will
oversee the Commissions's day-to-day work (Articles 9 and 10). That work will be carried out by a
permanent, independent Secretariat headed by an Executive Director (Atrticle 11), with the advice of a
trinational Joint Public Advisory Committee consisting of five non-governmental advisors from each
courtry (Article 16). The functions of each of these three componentsis described more fully below.

13
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b. Important aspects of the CEC

The Council of Ministers. The Courcil of Ministers, supported by a full-time, permanent ard
independent Secretariat, will serve as a forum for discussing and making recommendations on all issues,
including life- cycle management, transboundary environmental harm, natural resource accourting
methods and ecosystem protection. The Council will also serve as aforumfor discussing and settling
actud or potential environmental disputes. The U.S. representative on the Council will be the
Administrator of the Environmentad Protection Agency. Close coordination among interested U.S.
government agencies, including those with responsibility for cornservation and environmental protection,
will be necessary.

Meetings of the Council of Ministers. The Council will meet in regular session at least
annually and in special session at any time at the request of any party. All annual meetings will have
public sessions and the Council may open any other meetings to the public as well. Except as
specifically provided, all decisions and recommendations of the Council are to be made public.

Council agenda items. The Council may take up and develop recommendations on any
environmental metter. The parties to the Environmental Agreement have agreed to highlight certain
areas for discussion and development of recommendations. These include a number of environmental
issues to which the United States intends to give particularly high priority, such as: (a) comparability of
technigues and methodologies for data gathering and analysis; (b) pollution prevertion techniques and
strateges; (c) transboundary and border environmental issues; and, most notably, (d) the environmental
implications of goods throughout their life cycles (including processes and production methods and
disposa techniques). Work on this latter issue will respond to sigrificant public concerns about how to
address the environmenta impacts of processes and production methods, and will aso address the
importance of internaizing environmental costs for both trade and the environment.

The Agreement gves special enphasis to:

° Strengthening cooperation on the development and continuing improvement of
environmental laws and regulations (Article 10.3), and encouraging effective
environmental enforcement and compliance, and technical cooperation (Article 10.4).

° Promotion and development of recommendations on granting residents of the three
countries greater access to environmental informeation held by public authorities,
including information on hazardous materias in communities (*community
right-to-know") (Env. Atticle 10.5.a). The United States will promote full public
disclosure by the parties of informetion collected under the U.S.-Mexico hazardous
waste tracking system. The United States also will seek to assure that dl parties adopt
and strengthen community right-to-know requirements for toxic releases as
expeditiously as possible.

° Consideration and development of recommendations for assessing the ervironmental
impacts of proposed government projects likely to cause significant adverse
transboundary effects, notification and provision of informetion concerning such
projects, and mitigation of potential adverse environmentd effects. The parties are to
endeavor to reach agreement on this item within three years (Env. Article 10.7).

o Encouragement of esch NAFTA party to establish administrative procedures permitting
the other parties to seek the reciprocal reduction and elimination or mitigation of
transboundary pollution; and the consideration and possible development of
recommendations regarding parties provision of reciprocal rights and remedies before
thelr courts and administrative agencies for persons in other NAFTA parties suffering
damage or injury caused by pollution originating in their territory (Env. Article 10.8 and
10.9).
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Independent Secretariat. The Secretariat's Executive Director will be chosen by the Courcil
for asinge, renewable three-year term and is removable solely for cause. The Executive Director will
select the Secretariat staff, subject only to a two-thirds veto by the Courcil of any individual chosen
who does not meet the standards set in accordance with the Agreement. The Executive Director will
consider potertial candidates put forward by the parties and the Joint Public Advisory Committee,
strive for proportional representation, and make choices based strictly on efficiency, competence and
integrity. The Secretariat will develop the Commission's annual program and budget for approval by
the Council. Each budget will provide for contingencies. This means that funds will be available to
report on time-sensitive matters brought to the Secretariat's attertion by the public, unless the Courcil
acts affirmetively by a two-thirds vote to stop such an investigation.

Secretariat reports. A principal reporting function of the Secretariat involves preparation of
an annual report for release to the public covering the Commission's activities during the previous year
(Env. Article 12). This report will include recommendations on issues that it has reviewed or
investigated. The Secretariat will also report on actions taken by the parties with respect to their
obligations under the Environmental Agreement, including collection of data on enforcement activities
and information submitted by the public.

In addition to this annua reporting function, the Secretariat:

° may report publicly on any metter within the scope of the annual programor any other
metter (not related to the failure to enforce environmental laws) brought to its attention
through public submissions or otherwise, of which the Courcil does not affirmetively
disapprove (Env. Article 13);

° may, upon a two-thirds vote of the Council, develop a factual record based upon a
submission fromthe public thet a party is failing to effectively enforce its environmental
law, provided the submission containing the assertion meets certain basic threshold
requrements. These factual reports will be made publicly available upon a two-thirds
vote of the Council (Env. Articles 14 and 15);

° will periodically report on the state of the environment of the parties (Env. Article 12.3);
and

° will assist the Council in conducting an ongoing consideration of the environmental
effects of the implementation of the NAFTA, as tariff and non-tariff barriers are
eliminated over a 15-year period (Env. Article 10.6).

Secretariat's access to information. |npreparing any report, the Secretariat may draw not
only upon public informetion but also upon informetion submitted by the parties, the Joint Public
Advisory Committees, or interested non-governmental organizations and persons, gathered through
public consultations, or otherwise developed by the Secretariat or by independent experts (Env. Article
13). Each party must provide such informetion as the Secretariat or Council requests, provided,
however, that whenever domestic law does not pernit rlease of the informetion or for some other
reason the party does not meke the informeation available, the party must promptly notify the Council of
its reasons in writing (Env. Article 21). Information submitted in confidence will be kept confidential
(Erv. Article 11.8).

Joint Public Advisory Committee. The Joint Public Advisory Committee will include five
members of the public from each country. 1t will meet at least once a year, concurrert with the regular
session of the Council. The Joint Committee will advise the Council and provide technical, scientific or
other information to the Secretariat. 1t will so provide input to the annual programand budget of the
Council as well as to the annual and other reports.
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Relationship of the CEC to NAFTA institutions. It isintended that the institutions created
under the NAFTA and the Environmental Agreement will support and augment one another. One of
the principal objectives of the Environmental Agreement is to support the environmental goals and
objectives of the NAFTA. This will be achieved primarily through cooperation between the CEC and
the NAFTA Free Trade Commission. Such cooperation will take the following forms, as spelled out in
Article 10.6 of the Environmental Agreemert:

° The CEC will act as apoint of public inquiry and a place for receipt of public comments
concerning NAFTA's environmental goals and objectives.

° Where there are consultations under the NAFTA because one party believes another to
have derogated from or waived an environmental measure for the purpose of attracting
investrment, the CEC may be called upon to provide expert assistance.

° The CEC will work to prevert environment-related trade disputes or resolve them as
they arise, by seeking to avoid disputes among the parties, by making recommendations
to the Free Trade Commission as to how such disputes may be avoided, and by
identifying experts capable of providing needed technical and scientific advice to
NAFTA committees and working groups.

° The CEC will consder on an ongoing basis the environmentd effects of NAFTA
implementation and otherwise assist the Free Trade Commission in environment-related
metters.

CEC role in promoting effective enforcement. The Commission will promote and
contribute to improved environmenta enforcement throughout North America. 1t will encourage the
sharing of environmental enforcement technologies and enforcement information between the parties,
and will report on their environmental enforcement activities (Env. Articles 10 and 12). As described
above, the Secretariat will prepare factual records on enforcement metters based on submissions from
the public in the three countries. And, as described more fully below, the Council will address
complaints between parties regarding compliance with the obligation to effectively enforce
environmental laws, resolving them through consultations or the establishment of dispute settlement
panels.

5. Consultations

A party may request consultations regarding any metter that affects the operation of the
Agreement. Should the consultations fail to resolve the metter, any party may cal ameeting of the
Council. Inseeking a resolution, the Council may consult technical advisors or create working groups
or expert groups and meke recommendations (Articles 10.1, 9.5, 22, and 23).

6. Resolution of Disputes Regarding Enforcement of Environmental Laws

The Environmental Agreement establishes a dispute settlement mechanism to ensure thet the
parties effectively enforce their environmental laws. The primary objective of the dispute settlement
process s to correct problems of nonenforcement, not to mete out punitive measures. Accordingly,
parties found to have engaged in a persistent pattern of failure to effectively enforce their laws are
required to correct the problemin the first instance; this is then followed by the imposition of monetary
fines for failure to take appropriate corrective steps; and, as a last resort, trade sanctions may be
imposed (or, in the case of Canada, the panel's decision may be enforced against the government in
Canadian court).

Formation of a dispute resolution panel. Any party may request the formation of an arbitra

pandl if the Council has not succeeded in resolving a dispute involving a party's alleged persistert
pattern of failure to effectively enforce an environmental law thet relates to a situation involving
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workplaces, firms, companies or sectorsthet produce or conpete with goods or services traded
between the parties. A panel will be established on a two-thirds vote of the Council (Env. Article 24).

Pandlists will normally be chosen from a previously agreed roster of objective, independent
experts, including experts on environmenta metters (Env. Article 25.2). The United States will seek to
assure that Panel members have significant environmental experience and expertise. With the approval
of the disputing parties, a panel may seek information and technical advice fromany person or body
thet it deems appropriate (Env. Article 30). The final report of the panel will be made publicly available
five days after it is transmitted to the Courcil.

Implementation of a panel report. |f a panel makes a finding that a party has engaged ina
persistert pattern of failure to effectively enforce its environmental law, the parties may, within 60 days,
agree on amutudlly satisfactory “action plan” to remedy the non-enforcement (Env. Articles 33 and 34).

If there is no agreed action plan, then between 60 and 120 days after the fina pand report, the
panel may be reconvened to evaluate an action plan proposed by the party complained against or to set
out an action planinits stead. The panel may also make a determination on the imposition of monetary
enforcement assesaments on the Party cormplained against (Env. Article 34).

The panel may be reconvened at any time to determine whether an action plan is being fully
implemented. If it is not being fully implemented, the panel is to impose a monetary enforcement
assessment on the party complained against (Env. Articles 34 and 35; Amex 34). The assesament may
be up to $ U.S. 20 million for the first year after entry into force of the agreement, theredfter it may not
exceed 0.007% of total annual trade in goods between the parties.

Inthe event that a party complained against fails to pay a monetary enforcement assessmert or
cortinues in its failure to enforce its environmental law, the party is liable to ongoing enforcement
actions. In the case of Canada, the Commission, on the request of a complaining party will collect the
monetary enforcement assessment and enforce an action plan in summary proceedings before a
Canadian court of competert jurisdiction (Env. Anmnex 36A). Inthe case of Mexico and the United
States, the complaining party or parties may suspend NAFTA benefits based on the amount of the
assessment (Env. Article 36; Amnex 36B).

7. Transparency and Public Participation

The United States is committed to ensure the transparency and openness of activities under the
Environmental Agreement. Ingeneral, the United States will support meking available to the public all
non-confidential elements of reports, factual records, decisions, recommendations, and other
information gathered or prepared by the Secretariat or Council. 1n cases where written information is
not mede available, the United States will call for written explanations setting forth the reasons for the
decision. The Administration also is conmitted to maintaining close consultation with the states and
local authorities in carrying out activities under the Environmental Agreemert.

In establishing the Mode Rules of Procedure for dispute settlement (Env. Article 28), the

United States will seek to assure public access to panel proceedings, written submissions and panel
reports, and develop other mechanisns for public access to and involverment in the process.
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C. U.S.-MEXICO BORDER ENVIRONMENT COOPERATION AGREEMENT

Although a number of agreements and institutions are in place that address border
environmental issues, the United States and Mexico have recognized that a new binational
mechanism is needed to strengthen environmental cooperation among interested parties in
the border region. Accordingly, they have reached an agreement to establish two new
institutions: a Border Environment Cooperation Commission ("BECC') to help coordinate
and developenvironmental infrastructure projects; and a North AmericanDe velopment Bank
("NADBank') to help generate the financial resources for constructing the projects.

1. Background

The U.S.-Mexico border regon has serious environmental problems that must be addressed.
Mary of these problems stem from transboundary movement of pollutarts, while others result from
inadequate funding for basic services such as a clean water supply, wastewater treatment, and facilities
for the sound management of solid waste. To control transboundary pollution and to capture
economies of scale for neighboring communities, border environmental concerns can be most effectively
addressed through joint action.

The U.S.-Mexico Border Environment Corporation Agreement represents a sgnificant
additional commitment by Mexico and the United States to implement effective solutions to
environmental problems in the border region. 1t provides mechanisms for the two governments to
support a wide range of environmental projects in the border regon, and even certain projects outsde
thet region that the governments determine have significart transboundary environmental effects.
Intially, preference will be given to projects addressing the most pressing environmental and public
health needs, such as wastewater treatment, clean drinking water supply, and management of solid
waste.

This agreement augments the NAFTA by helping to ensure that the environmental
consequences for the border area of increased trade with Mexico will be affirmetively menaged to
secure a better environment for the millions of Americans who live there, as well as their Mexican
neighbors. As with the Environmental Agreement, this new agreement will come into force only upon
entry into force of the NAFTA.

2. The Border Environment Cooperation Commission

The key to the operation of the new agreemernt isthe BECC. The BECC will work with the
affected states and local comnunities and non-governmental organizations to help them formuate
effective solutions to environmental problems in the border regon. 1t will also certify projects as digble
for financing through the NADBark.

The BECC will work with state agencies, local communities, and other project sponsors in
developing and implementing environmental infrastructure projects. The BECC will not develop or
manage projects itself. Rather, the parties envision that it will assist the border communities by
providing technical, environmental, and financial expertise to al phases of a project.

The BECC wiill help local commnunities and private parties to coordinate projects so asto
provide the most effective and efficient solution for the environmental needs of the area.  This function is
especially importart to ensure coordination of projects acrossthe international boundary, so that Sister
Cities can work together to solve shared problems. Through a combination of its own staff, engineering
staff of the International Boundary and Water Commission, and private contractors, the BECC can aso
provide a full range of project services, including engineering, design, project siting, environmental
analysis, and overdght of construction and operation.
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The BECC will also have financial expertise to evaluate the financial feasibility of projects,
including the level of user fees required to service project revenue bonds. The BECC can help project
sponsorsto arrange public and private financing for projects. 1nsome cases, financing may be available
directly through private markets or in combination with governmert funds.

For NADBark financingto be used, the BECC must certify that the project meets appropriate
technical, financial, and environmental criteria. The BECC may establish both general guidelines and
proj ect-specific criteria for certification of projects. The agreement affirns that each project must meet
all environmental requirements for the place where the project will be located or carried out, including
applicable requirements for environmental impact assessmernts.

For a project that would have significant transboundary effects to be eligible for certification, an
environmental assessment nmust be prepared, and the Board of the BECC must determine, in
consultation with affected states and localities, thet the project meets the conditions necessary to
achieve a high level of environmental protection for the affected area.

The BECC will have a binational Board of Directors. Two members of the Board for each
country will be federd officials, including the Administrator of EPA and the IBWC Commissioner, but
the other three members from each country will be drawn fromthe border area, represerting state,
local, and public interests. The Board must consult on mgjor issues with an Advisory Courcil, also
drawn predominantly from the border area. N on-governmentd organizations, including community,
business and environmental associations, are eligible for representation on both the Board and the
Council. The Advisory Council will have a consulting role with respect to general guidelines,
environmental criteria gpplied to projects, and other aspects of the certification process. Findly, the
agreement provides expressly for public notice and opportunity to comment before important decisions.
This governance structure will ensure that the views of affected states, local communities, and the
gereral public will be fully taken into account in the work of the Commission.

3. The North American Development Bank

The North American Development Bank will be capitalized and governed equdly by the two
countries. Its primary purpose is to finance projects certified by the Border Environment Cooperation
Commisson. Based on its paid-in capitdization, the parties envision thet the NADBank will be able to
meke available some $2 billion or more in loans and guarantees for environmental infrastructure
projects, with an upper limit of just under $3 billion.

The NADBank will use its own capital funds (cortributed equally by the United States and
Mexico), funds raised by it in the financial markets, and other available resources to finance public and
private investment in environmental infrastructure projects, and to encourage and supplement private
investment in environmental infrastructure projects. I nitial paid-in capital will be $450 million,
comprised of $225 million each from Mexico and the United States. The callable capita will amourt to
$2.55 hillion, also contributed equally by the United States and Mexico.

Each country may apply up to ten percert of its capital to a community adjustment and
investment "window," to supplement existing government assistance prograrms.

The NADBark is interded to supplement existing sources of financing. 1t will support, not
impair, the ability of governments and investors to seek financing from other institutions. 1n conjunction
with other sources of funds, such as existing governmental sources of funds in the United States for
U.S. projects, aswell as World Bark and Inter- American Development Bank loans to Mexico, atotd
of $7-8 billion of financing is expected to be available for environmental improvements in the border
areaover the next decade.
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1. MEXICO'S POLLUTION CONTROL REGIME

A. THE GENERAL ECOLOGY LAW

In order to address "pollution haven'" concerns, in 1993 the U.S. EPA carried out a
comparison of U.S. and Mexican environmental laws. This comparison covered water, air,
hazardous waste, pesticides, and industrial chemicals, among other topics. As a result of this
study, EPA has concluded that overall (with certain exceptions), the United States and
Mexican re gulatory regimes are designed to achieve comparable levels of environmental
protection.

A noteworthy exception is to be found in the case of Mexico's significantly higher
sulfur dioxide source-specific (e.g., coal-fired power plant) emissions standards. The United
States most recently tightened its controls on sulfur dioxide from existing power plants in the
1990 amendments to the Clean Air Act.

With regard to pesticides, M exico usually follows U.S. residue tolerances. Otherwise,
it follows tolerances set by an international standards organization known as Codex
Alimentarius or other developed countries. Only a fe w pesticides unregistered in the United
States are registered in Mexico, suchas DDT and BHC (neither of which are registered for
food uses in Mexico).

1. Background

Since the announcement in September 1990 that NAFTA would be negotiated, concerns have
been expressed that Mexico's environmental laws, regulations and standards could, in certain instances,
provide lower levels of environmental protection than U.S. environmental laws, regulations and
gandards. Concerns have dso been expressed that, inafree trade area created under NAFTA,
Mexico could become a haven for industries seeking to avoid higher environmental compliance costs in
the United States. The results of this scerario, according to proponents of the "pollution haven'
argument, would be: (1) decreased U.S. competitiveness, as U.S. industries move manufacturing
operations to Mexico to teke advantage of lower environmental compliance costs (2) anincreasein
industrial pollution in Mexico, due to the larger number of polluting industries taking advantage of
Mexico's supposedly lower environmental standards; (3) arise in the degree and amount of
transboundary pollution crossing into the United States from industries located in Mexico; and (4) the
eventual lowering of U.S. environmental standards to stemthe loss of industry and jobs from the United
States.

Asdiscussed in Sections 11.A and 11.B, NAFTA and the Environmental Agreemert directly
address pollution haven concerns through provisions that encourage the upward harnonization of
environmental standards, strengthen enforcement of those standards, and enjoin governments from
relaxing standards for the purposes of attracting investment.

Inresporse to "pollution haven' concerns, asthe NAFTA negotiations conmenced, EPA
began to gather informetion about M exican ervironmental laws from Mexican officials. The process
began with an examination of Mexico's General Ecology Law of 1988, a muiti-media "umbrella’ statute.
EPA also examined media-specific regulations promulgated under the General Ecology Law for such
aress as ar, water, waste, and environmental impact assessmert, aswell as the limited number of
environmental standards which were associated with the regulations at thet sage in the development of
Mexican environmental law. Based on information gathered from meetings in Mexico, EPA publicly
released an interim report on Mexican environmental law in November 1991.

On theissue of comparability of U.S. environmental law and Mexican environmental law, the
interim report concluded:
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". .. Mexico's environmental laws, regulations and standards are in
many respects similar to those in the United States. The 1988 Gereral
Law of Ecological Balance and Environmental Protection ("Gereral
Ecology Law") embodies mary principles and approaches smilar to
ours. . .. Theregulations and technicad standards inmplementing the
Mexican law are generdly comparable to therr courterpartsin the
United States, although each regme includes provisions thet the other
lacks. To the extert that differences in scope are due to the early stage
of development of Mexico's program, it would be premature to draw
too many conclusions about overall stringency or conparability.”

The process of understanding Mexico's evolving environmental law regime, including the official
reorganization of Mexico's environment secretariat in June 1992, continued when EPA and officials of
Mexico's Secretariat of Social Development ("SEDESOL ") met to discuss legal developmentsin
March 1993.

Since March 1992, Mexico has been in the process (not yet completed) of reissuing all of its
existing 83 environmental standards, after having subjected each to a cost- benefit analysis. By the end
of 1994, Mexico will have finished a process, already well underway, of releasing 125 new, additional
environmenta standards which will have been subjected to the same cost-benefit analysis. Following
the issuance of these standards, M exico will continue to develop its reguatory regime, inorder to
address a greater range of environmental problens. It is importart to remember that Mexico's Gereral
Ecology Law is only five years old and that Mexico has had only five years to construct an ertire
environmental regulatory regme.

Inthe summer of 1993, using informetion it has obtained to date, EPA initiated a conparison of
U.S. and Mexican environmental standards in a number of industrial sectors in each of four principal
media areas water, air, hazardous waste, and pesticides and industrial chemicals.

With certain important exceptions where sandards diverge significantly (as with sulfur dioxide
emissions controls for coal-fired power plants), EPA has concluded that many of the Mexican
environmental standards in the principal media areas are broadly comparable to U.S. standards and
thet, overall, the two regulatory regimes are desgned to achieve comparable levels of environmental
protection. EPA is now in the process of completing its findings, which will be made available to
Congress and the public.

Following is a preliminary summeary of EPA's findings to date in these media areas.
2. Water

The scope of Mexico's 1988 General Ecology Law appears fairly comprehensive with respect
to water pollution, covering: releases fromindustry, municipalities, agricuiture and livestock activities,
and mining, use of pesticides, fertilizers, and toxic substances; irfiltrations into aguifers; solid waste
dumping; and federal facilities. The law prescribes principles for developing water quality and other
technical standards, as well as for exploiting and conserving marine resources.

The Mexican water pollution legal regme generally appears to contenplate a regulatory system
that would control both point and non-point sources of pollution as broadly as the U.S. Clean Water
Act. Infact, the Mexican system appears to go beyond its U.S. courterpart in applying to discharges
into groundwater as well. Both Mexico's General Ecology Law and the U.S. Clean Water Act provide
for the adoption of wastewater discharge restrictions implemented through a federd/state permitting
program Both statutes rely on technology-based controls and effluernt limitations, water quality
standards and consideration of the assimilative capacity of the receiving waters in determining the level
of control thet is necessary for a gven source.
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Mexico's requirements for permitting point source discharges and for setting maximum
permissible limits appear to be comparable to the Clean Water Act's permit and discharge limitation
system Itswater quality criteria, which appear to be similar to EPA's water quality criteria, are based
drictly on sciertific evidence. Unlike EPA's water qudlity criteria, however, M exican water quality
criteria do not appear to formthe basis for discharge conditions. Inthe United States, a use is first
designated, and then non-binding criteria are used to develop water quality standards to help ensure
attainment of that use. The Mexican requirements for wastewater treatment, protection of watersheds
and prevertion of interference with municipal wastewater treatment systems aso seem to be pardld to
the U.S. system

Like effluent limitation guidelines and standards pronulgated by EPA, the M exican standards
are based on economic and technical feasibility and often reflect technologies of sedimentation,
flocculation and precipitation. A significant difference, however, is that the Mexican standards appear
to focus primarily on the control of convertional pollutants rather than toxic pollutants.

EPA conducted a preliminary examination of Mexico's direct discharge standards for five
industries (petroleum refining, iron and steel production, copper formetion, wood preserving, and metal
finishing) which have significant operations in the Mexican border area near the United States. That
examination revedled the following:

° In general, the Mexican standards for all five industries tend to be in the same
concentration range as the U.S. effluent guidelines and standards for the least stringent
level of pollution reduction for direct dischargers (i.e., the "best practicable cortrol
technology” currertly available).

° Considering that formal M exican water pollution control efforts only date back to 1988,
it appears fromits published standards that Mexico has laid the groundwork for a
meaningful pollution control effort for industrial wastewater discharges to surface
waters. However, the Mexican standard for wood preserving is not as stringert asthe
U.S standard, which is zero discharge for most of the industry.

It isimportart to note that Mexico's control system regarding municipal wastewater treatment
facilitiesis not yet fully developed. In the United States, municipal trestment systems must comply with
secondary treatment requirements unless a special waiver is granted by EPA. These systerms must
receive a permit for effluent discharges. 1nMexico, sources that discharge into municipal treatment
systens are subject to federal pretreatment of indirect discharges and standards for municipal systens,
and a technical ecological norm establishes discharges into such systems. However, there does not
appear to be any federal requirement in Mexico that local municipal systenms meet secondary, or even
primary, treatment requirements, as those requirements are defined in the United States.

Based on the legal requirements alone, Mexico and the United States would appear to have
gererally comparable regmes to cortrol water pollution. The extert to which the two systerms may
differ in practice depends largely on how the maximum permissible limits, criteria, permitting systemand
other requirements are implemented.

3. Air

Both the Mexicanand U.S. air pollution control programs require adoption of ambient air
quality standards for certain specific pollutants. Mexico has issued such standards, called "maximum
permissible levies’ ("MPLS"), for ozone, carbon monoxide (CO), suifur dioxide (SO,), nitrogen oxide
(NO,), total suspended particulates (TSP), and lead. With the exception of particulate metter, which is
now regulated as "PM- 10" (particulate matter under 10 microns) in the United States, these are the
same pollutants covered by the U.S. National Ambient Air Quality Standards ("NAAQS'). Moreover,
all of the Mexican MPLs are set a the same level or nearly the same level as the equivalent U.S.

22



TheNAFTA: Rgoat onEvironnantd Issues Sdionlll

NAAQS. (However, Mexico does not have stardards to protect the public welfare, which the United
States refersto as secordary NAAQS.)

For exanple, boththe United States and Mexico have ambient sulfur dioxide emissions
standards intended to prevent SO, emissions from "loading” a particular area's air beyond a limit
selected to be protective of human health and to prevent other environmental damage. The Mexican
ambient health standard for SO, is 0.13 parts per million (ppm) averaged over a twenty-four hour
period. The primary U.S. national ambient air quality standard for SO, is 0.14 ppm averaged over a
twenty-four hour period. The Mexican ambient SO, emissions standard is therefore dightly more
stringent than the equivalent U.S. anbient SO, emissions standard.

Mexico and the United States have different approaches for attaining ambient sandards. In the
United States, the gates areresponsble, with federd oversght, for assuring NAAQS atainment. The
states develop State Inplementation Plans ("SIPs”), which are submitted to EPA for approval.
Attainment and maintenance of the standards are demonstrated through air quality modeling, which
relates emissions to ambient air quality standards. Mexico, on the other hand, relies on a source
permitting program instead of on state or local air qudity planning with federal oversight.

Like the United States, Mexico has developed a system for further restricting emissions in
chronically polluted and vulnerable areas, called “critical zones." A critical zone in Mexico is defined as
a zone in which a high concentration of contaminants is found due to topographic and meteorological
conditions. Two critical zones along the U.S.-Mexico border, one for Tijuana, and one for Ciudad
Juarez, have been designated because of local air pollution problems.

The General Ecology Law also authorizes SEDESOL to engage in a certain amount of
additional land use planning to protect sone areas and control others. Article 115 of the Gereral
Ecology Law statesthat when SEDESOL determines land uses under urban development prograns,
consideration should be given to topographical and meteorological conditions to ensure proper
dispersion of pollutarts. The U.S. Clean Air Act provides a Smilar, though less sweeping, provision in
non-attainment areas.

Mexico controls stationary source air emissons through a source registration and permitting
program  SEDESOL has a standard application form for obtaining an operating license, required under
Articles 18 and 19 of Mexico's national air regulation. Article 19 specifies the required informetion,
which appears to be smilar to what EPA is requiring under the Clean Air Act operating permit
regulations.

Mexico's technical norms to cortrol stationary source air emissions resamble U.S. new source
performance standards in that they set meximum permissible emissions levels for various pollutants per
unit measure of raw material or production. The Mexican norms, however, apply to both new and
existing sources, while the U.S. standards apply only to new sources.

Prelimnary analysis of Mexico's source-specific emissions standards for specific industries
indicates thet there is a wide divergence between some U.S. standards and the equivalent Mexican
standards. For example, the Mexican SO, emissions standard for coal-fired power plants allows a
much higher emission rate than EPA's new source prograns.? Discrepancies have been noted with
respect to petroleumt-fired plants as well.

2 Anexample of this discrepancy which has received significart attertion is the Mexican pollution
control requirements for two coal-fired power plants constructed along the U.S.-Mexican
border, the Carbon | and 11 facilities. This situation is discussed in greater detail in Section
VI.B.
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However, a thistime, it is difficult to reach firm conclusions regarding the comparative
stringency of the norms applicable to stationary sources, since Mexico is still in the process of phasing
out its existing technical norms and adopting new sandards. Study in the area of source-specific
standards for stationary sources of air pollutant emissions is continung.

Like the United States, Mexico has a requirement for reporting emissons data to the
government. Once a source has a permit, it must submit annual reports, which include stack test data
The permit must be modified if changes are made in the source. In the absence of modification, the
lifetime of a permit is unclear. SEDESOL reviews the submitted data and, if a violation appears to have
occurred, may inspect the source and close it partially or conpletely, temporarily or permanently, or
may impose a fine.

Regarding hazardous air pollutants, Mexico's law seems not to cortain any program
comparable to that established by the Clean Air Act Amendments of 1990, athough it does appear to
authorize development of such standards. Mexican law addresses toxic emissions by requiring prior
authorization for the emission of hazardous air pollutants. Moreover, Mexico may adopt technical
norms in the future which would regulate toxic emissions.

Mexico's mobile source cortrol programis more easlly compared to its U.S. courterpart, Snce
both rely on comparable approaches, such as tailpipe emission standards, vehicle inspection and
maintenance, fuel content requirements and transportation cortrols. The differences betweenthe U.S.
and Mexican systerrs lie primearily in the extent to which each of these gpproachesis used, and in the
stage of development of the various implementing programs.

Mexico appears to be moving quickly toward establishing a tailpipe emission control program
which is comparable to the one required in the United States. The original technical norm for light-duty
motor vehicles reguires decreasing emissions beginning in 1989, with drametic reductions beginning in
1991, apparently envisioning a phasing-in of cars with catalytic corverters. The 1993 maximum
permissible emissions levels for hydrocarbons, carbon monoxide, and nitrogen oxides are conmparable
to curent U.S. tailpipe standards under the Clean Air Act. Mexico has reissued many of its original
standards for internal combustion engines and added standards for various classes of diesel fuels.

I nspection and maintenance of vehicles are critical to the success of any emissions cortrol
program. Mexico plans such a program athough it is still being developed in most parts of the country.

The Gereral Ecology Law and Mexico's air regulations provide for development and
implementation of trangportation controls. Restrictions on automobile use, though rarely adopted inthe
United States, are fairly savere in Mexico City, and have been a méatter of everyday life there for two
years. Each car is prohibited from being driven one day out of the five-day work week. Inaddition,
driving may be suspended in certain parts of the city when ambient pollution levels are high.

4. Hazardous Waste

Mexico's Gereral Ecology Law, like the U.S. Resource Conservation and Recovery Act
("RCRAY"), strives to regulate activities dealing with hazardous waste, from generation, storage,
treatment, and transportation, to final disposition. Article 151 of the General Ecology Law parallels
U.S. law by requiring government authorization prior to the initiation of hazardous waste management
activities.

M exican criteria for determining what constitutes a hazardous waste are very similar to U.S.
criteria. However, Mexico includes ore criterion, "explosiveness,” that is not used inthe U.S. program
It is noteworthy that 23 of the 27 chemicals on the Mexican hazardous waste list thet are also
considered hazardous under RCRA have maximum permissible concentration levels thet are lower than
their U.S. toxic chemical leaching procedure equivalent.
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M exican regulations provide considerable detail on determining incompatibility between two or
more hazardous wastes to prevent problems that can occur during improper storage. While EPA
prohibits the storage of incompatible hazardous wastes, it has not promulgated regulations explaining
how incompatibility is to be determined.

Under Mexican law, persons who wish to construct a facility that will either generate or manage
hazardous waste must receive prior authorization from SEDESOL 's National I nstitute for Ecology
("INE"). The authorization application is smilar to that required under RCRA,, which requires both
gereral informetion about the proposed facility and extensive highly technical informetion.

Furthermore, when dealing with high-risk activities, the applicant in Mexico must prepare a risk
study. Thisrisk study deals primerily with the dangers involved in high risk activities, such as the
implications of an explosion at the fecility Ste or the release of hazardous waste. 1n comparison, RCRA
does not require environmental impact and risk studies in considering siting of a facility.

Congtruction of new facilities is subject to detailed | ocation standards,which set forth the
requrements that asite must meet if it is to be used for the controlled "confinement” of hazardous
wastes. |n some respects (e.g., siting landfills in zones connected to aquifers), these standards are more
stringent than their U.S. courterparts in others (e.g., siting in flood and seismic zones), the Mexican
approach is less gringernt.

Few off-site waste disposal facilities are currently authorized and operating in M exico.
SEDESOL officids recognize the need to develop more waste disposal capacity but note that effortsto
develop that capacity may be hampered by Mexican state laws which can vaidly prohibit the
importation of hazardous waste. However, SEDESOL is promoting the creation of waste management
facilities. As of the beginning of 1993, there were 22 gpplications for the creation of these new waste
management facilities, with eight applications projected to be approved by INE by the end of February
of 1993.

Hazardous waste in Mexico must ultimately be disposed of in a controlled confinement or
disposal facility in accordance with gpplicable ecological technical norms and other requirements. Two
significart differences between the U.S. and Mexican legal regmes are that SEDESOL has not yet
issued treatment-oriented land disposal restrictions comparable to those under RCRA or addressed the
issue of leaking underground storage tanks. SEDESOL haesindicated, however, thet it intends to
address these issues in the near future and currently has the authority to do so.

Mexican law on manifesting hazardous waste appears similar to its U.S. counterpart snce
manifests are required for the delivery, transport, and reception of hazardous waste, aswell as for any
“incidents’ involving hazardous waste. Manifests must also be submitted to SEDESOL with each
shipment, and disposal facilities must file monthly and biannual reports.

Furthernore, the M exican law appears to require nore oversght over the generation of
hazardous waste than U.S. law. Unlike the United States, Mexico requires new generators to receive
prior authorization by SEDESOL. Mexican law aso requires the facilities to periodically report the
volume and type of hazardous waste that is generated. In the United States, RCRA authorizations are
not applicable until the waste is treated, stored (for more than 90 days), or disposed of. Mexico aso
requires new and existing facilities to reduce or mnimize the volume of waste generated and then apply
physical, chemical, or biological treatment to the wage.

Releases of hazardous corstituents are not allowed under Mexican law. For active hazardous
waste management facilities, both the U.S. and Mexican prograns may require corrective action for
releases. RCRA requires that owners and operators of hazardous waste facilities undertake corrective
action for release of hazardous corstituents. InMexico, this requirement is implemented by means of a
given facility's operating authorization.
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Although Mexico does not have an equivalent to the U.S. Superfund law or RCRA "corrective
action” programto address releases frominactive sites, it does have a fledgling voluntary program
Through contributions being solicited from industry, SEDESOL hopes to build a fund that will help to
provide for the cleanup of abandoned hazardous waste stes. To date, approximately 20 enterprises
have either contributed or expressed a willingness to contribute to this fund. SEDESOL 's role will be
to: (1) idertify sites; (2) sdect remedial action; and (3) provide oversght. Industry will be responsible
for hiring the contractor and undertaking actual cleanup operations. To date, no systentic effort has
been made to identify all the sites where cleanup is needed. However, it is likely that Mexico faces a
huge problem in remedying existing hazardous waste contamination. At its current Size and rate of
growth, the "voluntary fund" may be inadequate to support comprehensive cleanup operations.

While Mexico's hazardous waste standards are not identical to EPA's regulations, they are
structured ina similar manner. There are, however, a number of significant differences thet may affect
the overall stringency of the two programs. Most importartly, unlike the U.S. regme, the Mexican
scheme does not impose a general ban on the land disposal of untreated hazardous waste, although
SEDESOL officials have indicated anintertion to move toward a programlike EPA's land disposal
restriction program  1n addition, while Mexico's regulations do require leachate collection and
treatment, they do not reguire the installation of a double liner below the waste deposited. (The double
liner is required by U.S. law for all landfills constructed after 1985.)

RCRA contains extensive requirements relating to groundwater monitoring, closure, and a
facility's financia ability to provide for closure and clean-up. The Mexican law does not appear to
impose any such financial responsibility requirements and provides very little detail on closure or
groundwater monitoring requirements. And, while the requirements for "confinement cells' are quite
detailed, there do not appear to be specific requirements for other types of units, such as tarks and
incinerators. Finally, Mexico's regulations do not appear yet to apply to underground storage tarks.
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5. Pesticides

M exican officials often adopt U.S pesticide residue tolerances as the official Mexican
tolerances, where such U.S. tolerances exist. Otherwise, limits set by an international standards
organization known as Codex Alimentarius, or the limits of other developed countries, are usually
adopted.

Only a few pesticides that are bamned or uregstered in the United States are regstered in
Mexico. DDT isregstered for use in malaria control programs by public health officias, a use
approved by the World Health Organization. BHC is authorized as a restricted-use pesticide for locust
control. However, neither of these two pesticides is registered for food uses in Mexico. 1naddition,
Mexico is considering banning EPN and chlordane, which are prohibited for food uses in the United
States.

Mexico's data requirements for the regstration of pesticides are almost identical to those used
by EPA. Both the United States and Mexico require toxicological data, efficacy data, and long-term
environmental effects studies. However, since almost all pesticides used in Mexico are imported, the
regstration authorities do not review every individual study, relying instead onthe review in a developed
country of origin which has approved the pesticide. In addition to these data, a certificate of
regstration in the country of originis required. If Mexico determines that the foreign data do not
account for Mexican weather conditions or climete, then additiond data that take these factorsinto
consideration is required.

While there are no specific requirementsin Mexico for good laboratory practices to be
followed in generating pesticide data, most countries that supply pesticides to Mexico subscribe to
good laboratory practices as members of the OECD.

Mexico's pedticide labelling practices are consstent with those of the United States and with the
U.N. Food and Agricuture Organization ("FAQO") Guidelines on Good Labelling Practice. Mexico's
labelling requirements include: requirements for ingredient satements; toxicity category; use directions
(including crops on which the pesticide may be applied); as well as warnings and cautions.

Urlike the United States, pesticides whose use is prohibited in Mexico cannot be manufactured
there. (In the Environmenta Agreemernt the United States has agreed to consider banning the export to
NAFTA countries of pesticides whose use is prohibited domestically.)

There are three categories of pesticide tolerance differences between the United States and
Mexico:

° fifty-eight pesticides have tolerances in both countries, but have M exican tolerances
with respect to use on some produce without comparable U.S. tolerances;

° seventeen pesticides have tolerances in Mexico, but not in the United States (although
only six of those have tolerances for food commodities thet are exported from Mexico
to the United States); and

° three pegticides have tolerancesin both courtries for the same commodities, but the
tolerances are set at differert levels.

Many of these tolerance differences are due to differences in weather and climate between Mexico and
the United States. For these same reasons, some differences between Mexican and U.S. pesticide
tolerances will always remain.

6. Industrial Chemicals
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In general, Mexico follows international guidelines in determining whether to allow the use of
industrial chemicals. Mexico imports most of its industrial chemicals and relies on information from the
country of origin and frominternational organizations, including the United Nations | nternational
Regstry for Potertially Toxic Chemicals, regarding the health, safety, and possible associated
environmental problems of imported chemicals.

Mexico currertly publishes official lists of chemicals thet must be controlled when used as raw
meterials because of hazardous properties. Mexico also maintains a list of hazardous chemicals which
are banned for use. Both of these lists accord with similar international lists.

Mexico was the first signatory to the Montreal Protocol on Substances that Deplete the Ozone
Layer. SEDESOL has an especially aggressive program for reduction of chloro-fluorocarbons
("CFCs") that is designed to meet or exceed the U.S. rate of reduction.

7. Divergent Standards and the NAFTA

Asnoreis learned about environmental standards in Mexico and Canada, other significant
differences with U.S. standards may be identified. Especially where divergent standards could result in
significant transboundary effects ona U.S. population, the United States will work promptly to resolve
such differences. Boththe NAFTA itself and the Environmental Agreement provide importart new
mechanisms which will allow the United States to work expeditioudy with Mexico and Canadato
achieve higher levels of environmental protection by working toward increased "upward" harnmonization
of environmental gandards. These mechanisms are described in detall in Sections11.A and 11.B.
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B. ENFORCEMENT OF MEXICAN POLLUTION CONTROL LAWS

Mexico's creation in 1992 of a new semi-independent office for environmental
enforcement, the Federal Attorney General for Environmental Prote ction (""PFPA"), marked
a significant change in the development of its environmental enforce ment program. This new
office has implemented a highly profe ssional and vigorous program of inspections, le ading to
increasingly tough enforcement follow-up when violations are discovered. Recognizing that
Mexico's General Ecology Law was only enacted in 1988, and that additional technical
sophistication in the inspection program will help bridge the gap between establishment of a
strong enforcement presence and widespread development of compliance-oriented
environmental management practices by industry, Mexico has made impressive strides in
implementing its enforcement program in just five years.

1. Background

Concerns regarding a courtry's potentia to be a " pollution haven have two componerts: the
stringency of the pollution control reguations, and whether those laws are being enforced. The upward
harmonization of environmental standards will not produce full environmental benefits unless the entities
regulated by those standards are in compliance.

Ensuring effective environmental enforcement was one of President Clinton's principal
objectives in negotiating the Environmental Agreement. The Agreement's obligations regarding effective
enforcement will help to guarantee Mexico's continued progress in the development of its environmental
enforcement program, while also requiring the United States and Canada to maintain and improve
enforcement of their respective environmental laws. I1naddition, by establishing a continent-wide basis
for enforcement cooperation and informetion-sharing, the agreement will stimulate cortinued and
increased cooperation between the United States, Mexico and Canada in environmental enforcement.

Evenwithout NAFTA and the Environmental Agreement, Mexico's environmental enforcement
program has improved markedly in recert years. There is a strong indication that Mexico's federal
environmental enforcement program, combined with increasing state and local enforcement activities,
has received the attention of Mexican industry. For example, a recent survey of U.S. industries
operating in Mexico, conducted by the American Chanber of Commerce of Mexico, indicates thet
industry holds a strong perception that enforcement measures are being more stringently applied by all
levels of government than they were five years ago; and that numbers of inspections carried out by all
levels of government have been increasing significantly since 1990. Additionally, inspectors have been
dermonstrating increasing levels of effectiveness, thoroughness, technical proficiency, and understanding
of environmental laws. Evidence of recert increases in compliance with the requirement to export
hazardous waste fromthe maquiladora industry appearsto corroborate the impression that Mexico's
enforcement programis increasingly effective in promoting industry compliance.

Maintaining this trend will depend upon the ability of SEDESOL, Mexico's environmental
ministry, to command adequate resourcesto ensure that it can retain and provide continuous training for
its ingpectorate, and to show that it can obtain the technical sophistication to verify compliance with
specific discharge and emission standards or permit conditions. The recent amouncement of a $1.8
billion dollar World Bank loan to Mexico will help to ensure that these resource needs can be met in the
near term

Because information about Mexican laws and programs is not aways readily available in this
country, this Report presents an overview of Mexico's currert environmental enforcement program

29



TheNAFTA: Rgoat onEvironnantd Issues Sdionlll

focusing on pollution control laws.® In addition, recent environmental enforcement activities along the
U.S.-Mexico border areaare outlined in Section I'V.A of this report.

2. Enforcement Policies and Practices in Mexico

Any examination of the M exican enforcement systemmust consider the fact that Mexico and
the United States have fundamentally different legal systems and frameworks. The United States hes a
common law tradition, built upon reliance upon an independent judiciary to interpret law and resolve
disputes among adversaries. Inthe United States, litigation in court plays a significart role in
enforcement.

Mexico has a civil law tradition, which depends largely on administrative mechanisms and
negotiation between parties to both settle disputes and enforce the law. Consequently, Mexico vests
greater relative power in the executive governmental bodies to take unilateral actions, and tends to use
adminigtrative rather than judicia authority to achieve enforcement.

a. Structure of Mexico's enforcement program

Mexico's 1988 Gereral Ecology Law vests authority to enforce environmental laws, regulations
and standards primerily in the Secretariat of Socia Development ("SEDESOL"). Prior to its
reorganization, the top management and staff of SEDESOL's predecessor, the Secretariat of Urban
Development and Ecology ("SEDUE'), had demonstrated their determination to mount a credible and
effective environmental enforcement program, despite inadequate funding  This was reflected by the
closure of alarge number of industrial plants and facilities, including the permanent closure of alarge
PEMEX facility near Mexico City for failure to comply with environmental regulations and standards.

Inrecent years Mexico has made significant strides in enforcing its still evolving environmental
regme: anincreasing percentage of the environmental budget is designated for enforcement and
enhancement of ingpection capabilities; and the number of inspections conducted in Mexico has been
increasing steadily since 1982. In order to further enhance its enforcement of environmental laws,
Mexico reorganized its environmentd authorities in June 1992. Mexico created within SEDESOL a
semi-autonomous enforcement infrastructure, the Procuraduria Federal de Proteccion a Ambiente (the
"PFPA," which roughly translates as the Federal Attorney General for Environmental Protection).

b. Inspection and enforcement procedures
Environmental enforcement in Mexico generally involves one or more of four mechanisms:
° plant closings, which may be permanent or temporary, and tota or partid,

° the negotiation of cormpliance agreements, particularly in response to a temporary plant
closing;

° the posting of a surety bond to secure conpliance with an agreed or ordered schedule
of cormpliance; and

®  Most of this information was gathered by the Environmental Protection Agency in Mexico,
through interviews with and documents provided by Mexican enforcemert officials. For a
comparison of Mexican environmental enforcerment with U.S. practices, see the 1992
Environmental Review, which contained a detailed description of U.S. environmental laws and
enforcement policies. Also, the Environmental Protection Agency is completing a report on
M exican environmental laws thet will provide greater detail on Mexico's environmental
enforcement program
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° the imposition of fines.

These erforcement tools are implemented administratively, with SEDESOL acting both as prosecutor
and adjudicator. Judicial proceedings, whichwoud require referrd of the matter to the Attorney
Gererdl's Office in the Ministry of Justice, are reserved for criminal prosecutions. Although criminal
actions have been rare, they have been used in response to a few incidents.

When SEDESOL investigates a facility and takes enforcement action, the investigators must
strictly observe all the formalities of Mexican law. SEDESOL inspectors nmust document inspections by
obtaining an inspection order identifying the place to be visited, the reasons for the ingpection, and the
scope of the ingpection.  The ingpection order must be presented to company personnel, along with the
ingpector's credentials. The company must provide access to al operations and documents necessary
to carry out the inspection, as outlined inthe order. Refusal of access may reault in the inspector
requesting police assstance. Upon concluding the inspection, the inspector must prepare an inspection
report onthe premises.

If the ingpector finds a condition or irregularity which may affect human hedlth or the
environment, the facility is notified of the initiation of administrative proceedings, and gven ten days to
prepare a response to the inspectors findings. This triggers an administrative adjudication process
whichis generally conducted by the cregtion of a written record of each party’s offering of proof.
Through the offerings of proof, SEDESOL describes in detail the irregularities it found; the facility is
given an opportunity to present rebuttal evidence; a determination is made on which countsto proceed,
and needed corrective actiors are identified. Within 30 days of the offering of proof, SEDESOL
rendersits resolution of the matter, including corrective actions to be implemented, time periods for
implementation, and sanctions or penalties.

In order to levy afine, SEDESOL must transmit its decision to the Treasury Department. If a
facility shutdownis ordered, SEDESOL 's decision will specify what actions must be taken before the
facility may reopen, as well as any compliance or corrective requirements that must continue after
reopening Within five days of the term specified in the decision, the company must report on the status
of its compliance with the decision  If a follow-up inspection uncovers non-compliance, SEDESOL
may double the monetary penalty and shut down the facility, or modify a pending shut-down order to
impose more stringent conditions for reopening.

Companies may petition SEDESOL for reconsideration of its decision and SEDESOL's final
decision, which may sustain, overturn, or nmodify the original decision, must be made within 15 days of
the appeal. SEDESOL 's final decisions are subject to judicial review on constitutional grounds;
however, because the Mexican civil law systemdoes not rely on precedent, the courts generally grant
considerable discretion to the substantive decisions of the administrative agencies, narrowly confining
the scope of review to procedural irregularities which may violate constitutional protections of individual
liberties.

c. SEDESOL's inspection program

SEDESOL conductstwo types of inspections: (1) a multimedia, comprehensive inspection,
examining the facility’s total compliance with all relevant regulations and technical norms; and (2) a
"short inspection’, which is geared more toward determining whether paperwork requirements have
been met, e.g., required facility operating licenses, annua air emissions evaluations, and monthly
hazardous waste tracking records. SEDESOL's policy is to assess a fine of NP 7,000 (approx.
$2,333) for each mgjor docurment thet is not in proper order.

SEDESOL's PFPA has initiated a vigorous ingpection program, which is organized into four,
essentially separate, subprograms:
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1. Targeted inspections. Under this program industries that pollute the most or
consue large quartities of fuels are targeted for inspection visits. SEDESOL's
inspectorate is instructed by PFPA headquartersin Mexico City on which types of
plants present the highest priority for inspections. Top targeting priorities are
companies which deal with petroleum, petrochemicals, and other hazardous substances,
as well as recycling facilities. In addition, public complaints are utilized as a primery
targeting device for inspection follow-up. A facility may also be targeted for
comprehensive multimedia inspection based on the resuits of short inspections which
yield suspect information. 1n the Federd Digtrict of Mexico, helicopter overflights
provide a tool for targeting facilities, particularly for suspected violations of air quality
requirements. Moreover, SEDESOL hopes that the results of its voluntary audit
program, described in more detalil in part (f), below, will assist in targeting inspections.

2. Public complaints. The establishment of a Subprocurador for Social Participation and
Complaints ersures that SEDESOL s equipped to routinely investigate citizen
complaints about polluting industries. Although there is no formal citizen suit mechanism
comparable to that available under U.S. law, SEDESOL has made it clear that it is
receptive to citizen complaints and tips about environmentd violations, and that it will
regoond to these conplaints with plant inspections.

For exanmple, from August 1992 to February 1993, SEDESOL received complaints
about 187 fadilitiesin the Federal District of Mexico, and regponded to dl of them  Of
the 187 plants inspected, SEDESOL ordered total tenporary shutdowns of 11
facilities, partial temporary shutdowns of 80 facilities, and made recommendations for
operational or managemen improverrens at the remaining 96 plarnts. SEDESOL
officials report thet they have received much public support for this programand hope
that public participation will continue to grow as the public sees the results of the
program

3. Aerial surveillance. SEDESOL has instituted an aerial helicopter surveillance
programin the metropolitan Mexico City area. This programtakes place only in the
winter, when air quality is at itslowest in Mexico City. 1nJanuary to February of 1992,
the helicopter surveillance programidertified 148 air-polluting facilities for inspection
visits. Of the 148 plants visited, SEDESOL ordered two total shutdowns, and 54
partial shutdowns. Inthe remaining 92 plants, SEDESOL inspectors recommended
operational or management improvements to ensure conpliance.

4. Vehicle emissions. SEDESOL, in coordination with authorities in the State of
Mexico and the Mexico City Federd Didtrict government, has ingtituted a programto
identify vehicles producing excessive air pollution. As of March 1993, 17,000 vehicles
had been stopped pursuart to this progiam  Operators of the vehicles are fined 24
times the daily mnimumwage salary in Mexico City, and given 24 hours to repair the
vehicle, notified by a large sticker placed onthe car. If the vehicle is stopped again
within 30 days, the authorities may seize the vehicle.

In addition, SEDESOL maintains a verification program which consists of follow-up on previously-
visited facilities.

Shortly after its creation, SEDESOL developed a work plan for conducting inspectionsin the
Federd District of Mexico, calling for 200 inspections per month. This work plan was initiated in
Auwgust 1992, SEDESOL was able to exceed its goal of 200 inspections per month, and in Novenber
1992, modified the work plan to set a goal of 500 inspections per nonth. This goal was immediately
exceeded: in December 1992, SEDESOL conducted 1000 ingpections in metropolitan Mexico City,
while in January 1993, 1008 such inspections were conducted. Inthe year from August 1992 through
August 1993, SEDESOL conducted 8,304 inspections in the city, exceeding its target by more than
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3,000 inspections. These resuited in temporary partial closures of 522 facilities and termporary totd
closure of 29 facilities.

Having successfully implermented the inspectionwork planin greater Mexico City, SEDESOL
extended the work plan to the res of the country, calling for 750 inspections per month in areas outside
of greater Mexico City. Fromits creation in June 1992 through Septenber 1993, SEDESOL 's PFPA
has carried out approximatdy 16,386 inspections, resuiting in 1161 termporary partial closures, 216
temporary totd closures, and over 100 permanent plant shut-downs. Two thousand four hundred and
forty-seven (2,447) of these inspections were carried out on the Mexican side of the U.S.-Mexico
border area, resuiting in 202 tenporary partial closures and 58 tenporary total closures.

One explanation for SEDESOL s early success in meeting its aggressive inspection goals is that
many of the inspections were of the "short inspection,” paperwork-violation variety. However,
SEDESOL 's focus on paperwork requirements is in response to allegations that its predecessor
agency, SEDUE, lacked basic information about the number of facilities operating subject to its
regulatory jurisdiction. SEDESOL has initiated an entirely new program, geared first toward achieving
compliance with facility authorization and other informetion requirements which form the fundamental
bases of pollution control. In so doing, SEDESOL has set in process a much-needed effort to establish
baseline data on industrial operations nationwide, while promoting compliance among industrial facilities
in Mexico.

SEDESOL inspectors also conduct comprehensive, multimedia inspections.  Currently, these
ingpections are largely visual, and do not involve actual sampling of emissions or discharges. Rather,
inspectors examine inventories of chemicals used and released, or inspect to deternine whether
emission control technologies have been adopted. At times, actions may be taken based on visual
observations of actual pollutants, such as for opacity violations or discharges with obviously noxious
odors.

SEDESOL reportsthat as of October 28, 1993, it has 90 inspectorsin the Mexico City
metropolitan area, 130 inspectors in the U.S.-Mexico border area, and atota of 460 inspectors
country-wide. (Forty percent of Mexico's industrial operations are located inthe Mexico City
metropolitan area.) These figures reflect that SEDESOL's inspectorate, particularly in the border area,
has experienced some attrition, which has been attributed to SEDESOL s inability to compete with
private sector saaries, as firms gear up to hire environmental managers. SEDESOL isworkingto
address this problem by developing a permanert training programto maintain a sufficient number of
trained inspectors, with its new world bank funds, it hopes to increase the total number of inspectors
country-wide to 600 within the next four years.

SEDESOL hopes to use funds fromits World Bark loan to obtain equipment for sampling and
analyzing pollutants. Such technology is much-needed to enable SEDESOL inspectors to move fully
fromthe first phase, that of establishing compliance with baseline authorization and recordkeeping
requirements, to a full compliance inspection program capable of detecting violations of numerical
protection standards.

[n implementing many of its environmental requirements, SEDESOL relies on shiftingthe
burdento the regulated facility to analyze and document releases to the environmert, or to install
specific pollution control equipment. SEDESOL can thus base enforcement responses on whether
facilities have installed the required equipment, or upon the conpleteness and integrity of monitoring or
materials usage data. For exarmple, although SEDESOL has not yet published emission standards for
volatile organic compounds ("V OCs"), it is reguiring cormparnies to measure VOC emissions.

These practices are somewhat comparable to those inthe United States. For example,
enforcement of the U.S. Clean Water Act relies heavily on discharge monitoring reports submitted
monthly by facilities. Actual discharge sanmpling is uncommon except to verify violations discovered
through the review of such reports. Under the Clean Air Act, actual stack testing is rare except when a
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facility first installs equipment.  Inspections are geared to verifying compliance with requirements for
operating and maintaining such equipment. The 1990 amendments to the Clean Air Act place
increasing emphasis on self-monitoring requirements. Under the Resource Conservation and Recovery
Act, inspections rely on visual verifications of facility management practices and review of records,
including groundwater data from samples collected and analyzed by the facility, with actual
ingpector-conducted sampling limited to investigations into actua releases of hazardous waste
constituents to the environmert.

Mexico also uses negotiated compliance agreements to implement its environmental
requirements. These agreements may include provisions requiring companies to install VOC recapture
equipment, or other emission control devices. Similarly, a number of companies in metropolitan
Mexico City recently committed to switching to natural gas fuel to reduce emissions.  Although this was
avoluntary action, the companies have signed an agreement with local government authorities
committing to the change, thereby creating an enforceable voluntary compliance agreement. In
addition, although the use of natural gas in Mexico City is voluntary for existing facilities, it is mandatory
for new industries.

d. Sanctions and settlement negotiations

A primary enforcement tool utilized by SEDESOL is the plant closure, which may be
termporary or permanent, and may involve closing the ertire facility or orly a portion of its operations. A
closure order results when SEDESOL ingpectors discover adirect and significant threet to the
environment or human health, or a high level of nuisance, such as noise pollution.

Temporary closures are ordered when the immediate problem creating a health or
environmental threat is remediable. Such tenporary closings are intended to lead to consultations
between SEDESOL and the corporate entity involved. The closings occur in advance of negotiations,
and the plant is allowed to reopen only after the company resolves the immediate problem, and an
agreement with timetables for achieving full compliance is reached. In negotiating a compliance
agreement, SEDESOL may use its discretion to allow industries, especially smeller industries, a
reasonable time to comply with its requirements. These legally enforceable agreements are monitored
by SEDESOL .

Previoudy, SEDESOL relied heavily on requirements thet facilities post performance bonds to
ensure thelr compliance with the terms of a settlement or order. Once the performance bond was
created, SEDESOL would alow a closed plant to reopen. SEDESOL discovered, however, that the
bonds oftendid not provide facilities with adequate incentive to gick to the conmpliance agreemen.
Hence, as of August 1992, SEDESOL has tightened its policy to require the actual correction of
problems prior to lifting a shutdown order.

Permanent closures are employed more rarely than temporary closures, but the threat of
permanent closure serves as a mgjor deterrent to nonconpliance. A permanert closure might be
ordered where a facility has very significant emissions problems, perhaps exacerbated by the fact that it
Is located in a highly-populated areawhere exposure risks are increased. On this basis, Mexico in
1991 permanently shut down a mgjor facility of PEMEX (the state owned oil company). Permanent
closures are likely to be ordered when the problems are impossible or too expensive to fix; however,
this sanction may also be imposed punitively, such as for a history of extreme noncompliance, even
where nitigation of the immediate environmental risks created by the plants operations might be
possible.

SEDESOL prefers, however, to order total, but temporary closure, and negotiate solutions
wherever possible that will allow the plant to reopen. At times, plants subject to temporary closure
orders may terminate operations permanently if the operational changes sought by SEDESOL are too
expensive to implement. When a plant closes permanently and relocates, it will be subject to all
SEDESOL requirements for new operations, including permit requirements, environmental impact
assessments, and compliance with regulations and ecological norms.
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Both SEDESOL and the U.S. Environmenta Protection Agency rely on negotiated settlements
to achieve conmpliance and remediation of environmentally unsound conditions. Approximetely 95
percent of EPA's adminigrative and civil judicid actions are concluded as negotiated settlements The
primary distinction between the M exican system and the U.S. systemis that in Mexico, a strong
sanction (facility shutdown) isimposed prior to inttiation of negotiations, and continues in effect urtil
negotiations are conplete and the facility undertakes agreed-to corrective measures to SEDESOL 's
satisfaction.

In the United States, for a court or administrative tribunal to enjoin continuing activities of the
subject of an enforcement action prior to full adjudication or settlement of the meatter, the government
must satisfy a high burden of demonstrating that the company's actions presert animminent and
substartial endangerment to human health and the environment, or that emergency injunctive relief is
otherwise warranted. In the Mexican system, the authority to shut down a facility pending the
negotiation of a compliance agreement provides SEDESOL with substantial bargaining power in
promoting rapid and favorable settlements.

Current Mexican law permits SEDESOL to impose fines equivalent to between 20 and 20,000
times the daily minimum wage in the Federal District of Mexico (up to approximately $85,000, as of
January 1993). Fines canbe imposed on a per-day, per-violation basis for aslong as the violation
pergsts. By comparison, most U.S. environmental statutes allow for civil penalties of up to $25,000
per day per violation. Thus, the range of monetary fines that can be imposed by SEDESOL is
comparable to, and can even exceed, those imposed by the United States.

In practice, just asin U.S. administrative and civil judicial enforcement cases, the penalties
sought or agreed to in settlement for initial violations may be much lower than the statutory maximum,
based upon considerations of economic fairness and the seriousness of the violation. However,
SEDESOL may double the fine for persistent violations, creating a powerful deterrent againgt failing to
implement the terms of an agreed or ordered compliance schedule.

Another Mexican environmental enforcement tool is administrative detention, which can result in
the deprivation of a corporate officer's freedomfor up to 36 hours. More conmonly, it is applied for
several hours on a daily basis until agreement is reached on a conmpliance plan and schedule.

Certain environmental reguations contenplate criminal prosecutions. SEDESOL may refer a
criminal case to the Federal Attorney General to initiate prosecution at any time it believes evidence of a
crime exists, including during the conduct of administrative enforcement proceedings. Such
proceedings, although rare, have been increasing, particularly in cases involving hazardous waste
disposal, where disposed wastes may provide clear evidence of patently criminal activity. Inarecert
case, for example, the operator of a solvert recycling facility was charged with mismanagement and
illegal disposal of wagtes brought onsite despite inadequate recycling capacity. The operator was
arrested, placed into custody, and released ona $1 million bond which secured his cooperation in
cleaning up the wagte.

e. SEDESOL oversight of other federal and state age ncy enforcement

SEDESOL shares jurisdiction over water quality protection with the National Water
Commission ("CNA"). While CNA has jurisdiction over pollution of national waters, SEDESOL may
promuigate technica norms pertaining to the discharge of hazardous or toxic wagtesinto water. CNA
has primary authority to enforce the standards pronulgated by SEDESOL, and can itself create specia
conditions on these discharges aslong as they are no less stringent than SEDESOL's requirements.

SEDESOL, however, plays animportant function in overseeing and monitoring CNA's
enforcement of water quadlity reguations and norms. SEDESOL inspectors are trained to evaluate
water discharges for compliance, and may receive complaints fromthe public about industrial
discharges to water. SEDESOL refers violations detected by its inspectors or alleged by citizen
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conplaintsto CNA for follow-up. 1f the CNA does not respond to these claims, SEDESOL 's PFPA
can counsel CNA about surveillance of water discharges, and make recommendations. I this does not
result in satisfactory action by CNA, SEDESOL may bring a clam to the General Comptroller's office
alleging that CNA has failed to discharge its duty. Such claims are litigated in accordance with federal
law regulating the responsibility of public servants, with sanctions including fines, removal of officials,
and possible criminal action.

SEDESOL 'srole as monitor of CNA's enforcement of SEDESOL water norms applies to
other federal agencies as well. The PFPA often receives claims thet concernthe work of other federal
agencies, and has similar aLthority to ensure that these agencies conply with SEDESOL requirements.
SEDESOL reports that its recommendations are generally followed, and thet it has not been
to resort to formal legal proceedings before the Comptroller General for SEDESOL to ensure that
other agencies carry out its mandate.

In addition, SEDESOL officials report that, on an operational level, they are working
cooperatively with CNA to ensure joint cormpliance monitoring of industry. The two agencies have
conducted severd inspections jointly.

SEDESOL, at lesst theoretically, enjoys a smilar oversight role with respect to state
implementation of its environmentd laws. Many states have begunto promulgate their own
environmental laws. SEDESOL has the authority to verify state erforcement of its environmental laws,
and may meke recommendations to ensure that state laws implementing federal standards are
adequately enforced. However, in practice, while many states have passed ervironmental laws, some
of these states have discovered thet they are not prepared to fuly implement these laws. The resullt is
thet, at the moment, the federal government is more involved in direct enforcement than in overseeing
state erforcement activities.

f. SEDESOL's environmental audit program

In addition to its program of targeted inspections and responses to public complairts,
SEDESOL heas initiated an innovative program of voluntary environmental audits, promoting compliance
by allowing facilities an opportunity to discover irregularities in their operations, and eliminate them prior
to the appearance of aningpector and the threat of shutdown or fines. SEDESOL developed its
program, and built its capacity to implement the program, by consuiting with and participating in training
exercises provided by a number of governments and private institutes in North America and Europe.

The programis targeted toward high-risk industries, and designed to idertify risks created by
operations likely to lead to environmental accidents or contamination, and potertial compliance
irregularities. Accordingly, the audit serves a dual function of encouraging individual facility compliance,
as well as providing SEDESOL with a baseline of background informeation on management practices in
high-risk industries for the future targeting of priorities for its inspection program

Environmental audits are conducted by approved private consultants. The audit entails a
comprehensive plant survey, conducted in three phases:

1 Pre-Audit. The auditor reviews basic data, including facility hazardous meterials
handling records, as well as worker safety and health records, and develops awork
plan for conducting the audit.

2. Audit. The audit itself thoroughly evaluates internal management of the plart, including
compary environmental policy, hazardous waste handling practices, emergency
response mechanisms, and other factors pertaining to cortrolling pollution or
contamnation.
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3. Post-Audit. The audit results are evaluated, and based on the resuits, an action planis
developed for correcting each of the problems identified. SEDESOL then negotiates
the action plan with the facility, which then becomes legally binding and may be secured
by a performance bond.

The action plan becomes, in essence, an enforceable contract between the facility and
SEDESOL. If the facility fails to comply fully with the action plan, SEDESOL mey declare the
performance bond forfeited, and also may ingtitute formal inspection and administrative proceedings to
penalize or shut down the facility for persistent violations discovered by the audit and not corrected. In
addition, if, during the conduct of the audit, the auditor discovers serious violations of the Gereral
Ecology Law or its regulations and norms, SEDESOL may request immediate corrective action or
cessation of the problemetic activity -- and may, upon following procedural requirements for
ingpections and administrative enforcement, impose the full range of its enforcement sanctions if its
reguest is not followed.

Although the audit may lead to enforcement measures, a conpany's decision to participate in
the audit programis purely voluntary. Asareaut, SEDESOL is not required to obtain an inspection
order to conduct an audit, and the audit itself will not lead directly to the imposition of a penalty or
shut-down order. Administrative enforcement procedures woud have to be initiated and followed in
the event uncorrected violations discovered by the audit reguire the imposition of enforcement
sanctions.

SEDESOL initiated the audit programin late 1992, targeting for participation petroleum
extraction industries, as well as petroleum product, petrochemical, and textile manufacturers. The initial
effort focused on the State of Veracruz, with 19 audits conducted in the petroleum and petrochemical
industry concentrated there. Action plans have been finalized with at least four of these conpanies, and
are being negotiated with the remaining companies. Fifty-eight nore audits were then conducted
throughout the country, covering maquiladora facilities in border states, as well as companies inthe
Valley of Mexico, Guadalgjara, Monterrey, and Michoacan.

SEDESOL financed the initidl 77 audits, but hopesto gradudly phase out its financing as the
program attracts voluntary participation by companies that will fund and conduct their own audits using
approved independent corsultants. After approaching the initial companies to encourage participation
inthe audit program, SEDESOL has embarked on the next phase of the program, in which it will assess
the degree to which companies will participate without being directly solicited. Because the program
focuses on companies in hight risk industries or zones, which are targeted for regular inspection and the
subject of common public conplaints, SEDESOL believes that the threat of inspection and its possible
sanctions will serve as anincertive for voluntary participation. Inaddition, SEDESOL expects public
corporations to embrace environmental audits: PEMEX, for exanple, has agreed to audit all of its
facilities.

Beyond their voluntary nature, the audits differ from inspections in thet they are nore flexible: in
addition to identifying currert violations, audits also attempt to identify areas which may lead to potertial
violations or risks to human health and the environment. Thus, the audit programis conparable to a
preventive check-up.

The audit programalso has the potertial to promote the adoption of practices or operational
changes which go beyond mere compliance in reducing pollution emissions (i.e., classic "pollution
prevertion” as defined in the United States). However, this potertial is currently limited by two factors.
First, because of its voluntary nature, facilities are orly likely to adopt process or practice changes
which go beyond mere conpliance if the auditor and/or SEDESOL is able to convince themthat such
changes are within their economic self-interest. Thus, facilities are most likely to agree to process
changes recommended by the auditor only when they woud also increase efficiency. Second, the audit
programs newness and voluntary neture may discourage SEDESOL from assertively negotiating
Innovative action plans. For the present, it may be more inclined to focus on the basic goals of
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achieving compliance and preventing extraordinarily risky practices leading to risks of accidental
exposure to contaminants, rather than seeking radical changes to plart operations.

Despite these congtraints, SEDESOL 's audit programis clearly innovative, going beyond the
traditional exercise of enforcement functions as utilized in the United States by actively promoting
compliance and sound environmental management practices through preventive, non-adversarial facility
evaluations. At the same time, the audit programwill serve as a primary source of informeation on which
to base future inspection targeting. As an ancillary benefit, once fully accepted by industry, the audit
program has great potentid to lead to the identification, and potential negotiation of binding agreements
for, changesto facility processes and practices which will reduce pollution beyond the levels required to
achieve mere conmpliance and minimize the risks of extraordinary accidents,
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IV. RECENT DEVELOPMENTS IN THE U.S.-MEXICO
ENVIRONMENTAL RELATIONSHIP

The United States and M exico have along history of cooperation on environmental issues. These
joint efforts were given added impetus by the NAFTA negotiations and the negotiation of the related
environmental agreements.  [mplementation of the NAFTA can be expected to further strengthen the
commitment of both the U.S. and Mexican governments to these progras.

Mexico's commitment to environmental protection is further demonstrated by the number of
international environmental and conservation agreements to which it is a party (see Table 1 on page 48).

The 1992 Environmental Review outlined the history of U.S.-Mexican environmental cooperation,
and described a number of new joint environmental initiatives. The following sections describe recent
developments in these prograns.

A. INTEGRATED BORDER ENVIRONMENTAL PLAN

The Integrated Border Environmental Plan ("Border Plan'), which was issued in
February 1992, is intended to provide for the long-term protection of human health and the
environment within the U.S.-Mexico border area. The Plan contemplates a multi-phase
process to achieve this goal. The Border Plan has the following four objectives:

1 to strengthen enforcement of existing environmental protection laws;

) to reduce pollution and improve the quality of the border area through new
initiatives;

A3) to increase cooperative planning, training and education; and,

“4) to improve understanding of the border area environment.

The two agencies responsble for coordireting activities under the Border Plan are the U.S.
Environmental Protection Agency ("EPA") and Mexico's Secretariat of Social Development ("SEDESOL").
However, a number of other agencies in both countries are participating in the Border Plan, including
Mexico's Nationa Water Commission, Civil Protection of Mexico, the Mexico and U.S. Sections of the
I nternational Boundary and Water Commission ("IBWC"), the U.S. Customs Service, and various U.S.
and Mexican state agencies.

Inthe 20 months since it was announced, Mexico and the United States have been successful in
achieving many of the objectives of the Border Plan. Followingis a summary of progress to date on the
implementation of the Border Plan. The determination of both countriesto respond to public concernsin
the border areais demonstrated by the fact that much has been acconplished with limited resources
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TABLE 1

MEXICAN ADHERENCE TO MULTILATERAL
ENVIRONMENTAL AND CONSERVATION AGREEMENTS

In addition to havingadhered to politicaly-binding documents such &s the Rio Declaration and Agenda21, Mexico is aso
aparty to numerous multilateral environmental and conservation agreements, induding

° the Convention for the Protection of the Ozone Layer (the "Vienna Convention™);

° the M ontreal Protocol on Substances that Deplete the Ozone Layer (the "M ontreal Protocol™);

° the Convention on Nature Protection and Wildlife Preservation in the Western Hemisphere (the "Western
Hemisphere Convention");

° the Convention on Internaional Trade in Endangered Spedes of Wild Fauna and Flora("CITES');

° the Convention on Wetlands of International Importance, Espeddly Waerfowl Habitat (the "Ramsar”
Convention);

° the Convention on Fishingand Conservation of Living Resources of the High Sess;

° the International Convention for the Prevention of Pollution of the Seaby Qil;

° the Internaiond Convention Rdatingto I ntervention on the High Seas in Cases of Oil Pollution Casudlties,

° the Convention on the Prevention of M arine Pollution by Dumpingof Wastes and Other M atter (the "London
Convention");

° the Protocal relating to Intervention on the High Seasin Cases of Pollution by Substances Other than Oil;

] the Protocal of 1978 rdating to the Internationa Convention for the Prevention of Pollution from Ships;

° the Convention for the Protection and Devd opment of the M arine Environment of the Wider Caribbean Regon
(the "CartagenaConvention™);

] the Protocol Concerning Cooperation in Combating Oil Spillsin the Wider Caribbean Regon;

] the Internaional Convention for the Regulation of Whaling and

° the Convention Concerning the Prot ection of the World Cultura and Natura Heritage (the "World Heritage
Convention").

Further, M exico has ratified the United Nations Framework Convention on Climate Change, the convention on Biologica
Diversity, and the United Nations Convention on the Law of the Sea (These agreements arenot y et in force)
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Early in 1994, EPA and SEDESOL will begin developing aBorder Action Programthat will take
the place of the current Border Plan. The Programwill encompass the activities of other U.S. agencieswith
important environmental and conservation progras in the border area, including the Department of the
I nterior and the Department of Health and Human Services.

1. Strengthen Enforcement of Existing Laws

The effort to strengthen enforcement of existingU.S. and Mexican laws has focused on increasing
inspection activities on both sides of the border, and improving coordination between U.S. and Mexican
enforcement agencies. Specific areas targeted by this effort are outlined below.

° Expand enforcement efforts:

SEDESOL has launched a comprehensive inspection program Since June 1992, over 16,000
inspections have been carried out, including 2,447 inthe border area. These inspections resuited
in temporary partial closure of 1,161 conmpanies (of which 202 were located in the border area),
and 216 temporary total closures (of which 58 were in the border ares).

Inthe U.S. border region, preliminary estimatesfor FY 1992 and 1993 indicate that more than 351
EPA inspections ad 1,671 state inspections were carried out, and 15 civil judicial enforcement
actions, 114 administrative actions, and three EPA-led criminal prosecutions were initiated under
the federd air, water, and hazardous waste statutes

InJune 1992, Mexico and the United Statesinitiated numerous enforcement actionstargeted at the
border area. Mexico conducted 42 inspections, discovering violations at 22 facilities which
resuted in eight shut-down orders and four bond forfeitures. The United States undertook 17
enforcement actions, seeking $2 million in penalties and two criminal indictments.  The United
States also filed four enforcement cases under the Resource Conservation and Recovery Act
("RCRA") whichwere developed using the binational HazardousWaste TrackingSystempilot data
base.

Inthe United States, transboundary surveillance efforts have beenintensified. A task force of U.S.
federal and state agencies in California has increased detection of illegal transboundary shipments
of hazardouswastes. Californiaand Texashaveprovided personnel to conduct routine inspections
of transboundary shipments at border crossings. EPA isprovidingfundingto state environmental
agenciesto expand this capability for routine surveillance and detection of transboundary shipment
violations along the border.

° Establish Cooperative Enforcement Strategy W orking Group:

Through the work of this group, Mexico has assisted the United States in developing agroup of
related cases enforcing U.S. environmental import and export laws. Eight of these cases involved
violations regarding hazardous waste exports to Mexico.

In addition, EPA and SEDESOL have established Regional subgroups to cooperate in border
enforcement activities, providing a forum for exchanging information on alleged vidations and
targeting common environmental problems for enforcement response.

° Cooperate on enforcement actions in priority aress:
Case-specific cooperation between the United States and Mexico has resuted in the initiation of

clean-up at illegal waste sites in Mexico and/or investigations into potential violations of U.S. or
Mexican law in at least six separate instances.
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U.S. and Mexican Custons officials have begun coordinating inspection and safety techniques.
Binational customs coordination has resulted intwo crimina indictmentsfor illegal waste exports,
and halted several attempted illegal waste shipments.

Inaddition, acooperative pilot effort has been undertaken to encourage voluntary compliance with
Mexican laws by U.S. firmswith subsidiary operations in Mexico. Several U.S. companies have
pledged to ensure that their Mexican subsidiaries comply with Mexican law. Some companies
have submitted data evidencing acompliancereview. Morerecently, SEDESOL hasinmplemented
an innovative voluntary environmental audit program (described in more detail in Section [11.B).

° Build enforcement capacity:

EPA conducted six "Multi-Media" Inspector Training courses, providing training in inspection
techniques to 370 SEDESOL inspectors (including 200 in the border ared) from March to
Septenmber 1992. SEDESOL inspectors have aso received media-specific inspection training.
Two SEDESOL students received training in the use of aerial surveillance to idertify potertial
waste disposal sites. A number of SEDESOL inspectors have attended EPA-sponsored training
in hazardous waste and air pollution inspection techniques.

EPA has provided transboundary waste shipment inspection field training for approximately 500
custons inspectors, including M exican custons inspectors.

More inspector traning is planned, as wel as delivery of EPA's Principles of Environmental
Enforcement Course for SEDESOL policy-mekers, and “train-the-trainer” courses to allow
SEDSOL to reproduce these courses in-house for new personnel. A bilingual Custons video
course for detectingillegal hazardous waste shipments is being produced, and will be delivered to
U.S. and Mexican Custons inspectors in the near future.

° Increase the number of Mexican border environmental inspectors:

SEDESOL hes put in place a force of 130 environmental inspectors in the border area.
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Exchange enforcement informetion:

SEDESOL hes provided EPA with a summary of enforcement activities undertaken in 1992 and
through August 1993, while EPA has provided SEDESOL with reports on enforcement
accomplishments for 1991-1992. EPA and SEDESOL are exchanging information about their
policies for assessing pendlties for environmental violations.

Reduce Pollution Through New Initiatives

The effort to reduce pollution has focused on programs to improve water and air quality, as well

asdisposal of both solid and hazardous waste. Many of these prograns involve the provision of technical
assistance. Specific areas targeted by this effort are outlined below.

Increase wastewater treatmert:

The United States and Mexico have initiated design, construction and/or operation of at least 13
wadewater treatment facilities in the border area. Projects are in various stages of construction
in San Diego, Tijuana, Nogales, Nuevo Laredo, Laredo and several other cities.

In addition, EPA has corducted seminars onlow cost, low maintenance residertial wastewater
treatment systems and held workshops providing informetion on financial assistance to residents.

Strengthen industrial wastewater pre-treatment prograns:

A pretreatment programhas beeninitiated in Ciudad Juarez. The United States and Mexico have
agreed in principle onabinational pretreatment programfor the Nogales I nternational Wastewater
Treatment Plant. The IBWC has carried out aninitial influent characterization.

Protect drinking water supplies:

Both governments have worked cooperatively to monitor water qudlity in the border area. The
United States has undertaken an inventory of drinking water supply systems in the Lower Rio
Grande Valley, while Mexico has inventoried water supply systerrs in the principal border cities
of the Rio Grande/Rio Bravo.

Inaddition, a binationd field survey of toxic contamination of the Rio Grande/Rio Bravo has been
conducted; a report should be completed by April 1994. The United States has initiated a
wellhead protection programfor El Paso and begun to collect data on the groundwater protection
programfor the Nogales area.
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Improve air quality:

- Ciudad JuarezEl Paso: A long-termquality-assured air pollutionmonitoring network was
established in Ciudad Juarez in June 1990. Extensive modeling activities are underway.

- Mexicali-Imperia Vdley: A sudy on PM-10 (respirable particuates) was initiated in
1992 to assess concertrations of particulates and to develop control strategies.

- Tijuana-San Diego: A monitoring station located at the Tijuana | nstitute of Technology is
operating with initial calibration complete. The station is currently monitoring NO,, O,
CO, SO,, PM-10, lead, and wind speed/wind direction. A pilot vehicle inspection and
maintenance programfor fleet vehicles has been initiated.

- Nogales. Incoordinationwith SEDESOL and state/local officials, a study is beinginitiated
to assess cross-border transport of PM-10 and air toxins in the Nogales area.

Improve disposal of solid and hazardous waste:

EPA and SEDESOL have developed a pilot tracking systemto document and confirmtransborder
movement of hazardous waste from maquiladoras to U.S. treatment/disposal facilities, thereby
enabling verification of compliance with U.S. and Mexican laws. EPA has provided database
software and training to SEDESOL. EPA has also initiated four enforcement actions against
companies with import violations idertified through the data base.

EPA hasasssted SEDESOL in facilitating the safe shipment of abandoned drums of mequiladora
waste to U.S. disposal facilities. EPA and SEDESOL have also exchanged information on
maquiladora facilities that generate hazardous wastes.

Promote pollution prevertion:

In 1992, the United States and Mexico conducted twelve joint cooperative pollution prevertion
training visits to facilities in Texas and Arizona.

The Pollution Prevertion Work Group has conpleted a Bilingual Pollution Prevention M anual for
the metd finishing industry, and is beginning work on a manual for the wood finishing industry.

Provide other technical assistance:

After an on-site review and evaluation of the SEDESOL computer systemby EPA, SEDESOL
and EPA are working to overcome some compatibility problems with information exchange and
access to environmental data bases.

Increase Cooperative Planning, Training and Education

Programs in this area have focused on emergency preparedness and response, and cooperative

training efforts. Specific program areas are outlined below.

Increase training for emergency preparedness and response:

The United States and Mexico are cooperating to enhance emergency response capabilities
through a Joint Response Team ("JRT"). A work group of state and national experts has
sponsored mestings with officials fromboth countries. Thework group has conpleted training for
public officials in the Sister Cities on hazardous meterials and crisis management.
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The United States and Mexico are also drafting protocols to facilitate cross-border mobility of
emergency response equipment and personnel. Marny of the Sister Cities have used informal
agreements successully along the border.

Inaddition, the United States and Mexico have improved methods of making dataand informetion
accessible and available to Sister Cities concerning hazardous substances. EPA has conpleted
Sister City profilesfor Region 6, whichinclude informetion on hazardous meterials at fixed facilities
and in transport.

Sister City Contingency Plans have also been developed. Plans have been conpleted for
Brownsville-Matarmoros and Inperia Courty-Mexicali. Plans are near completion in San
Diego- Tijuana, Nogales-Nogales, and Nuevo Laredo-Laredo. The United States and Mexico
have held exercises of the Calexico-Mexicai plan, San Diego-Tijuana plan,
Brownsville-Matarmoros plan, Ciudad Juarez El Paso plan, and Nuevo Laredo-Laredo plan.

° Promote environmental education and increase technical capabilities:

Air quality training has been provided on such topics as ambient air monitoring, air dispersion
modeling, emissions inventories, laboratory quality assurance, air quality management, air quality
meteorology, and combustion evaluation.

In addition, training has been provided on hazardous waste management, as well as landfill site
selectionand facility management. EPA and SEDESOL have conducted cooper ativetrainingvisits
to border facilities.

Findly, as noted above, training has been provided to 370 SEDESOL environmental inspectors
in the techniques of conducting muitimedia conmpliance inspections.

4. Improve Understanding of the Border Environme nt

Prograns in this area have focused on preparing inventories of wade disposal sites and shared
water resources, aswell asmonitoringair quality and preparingperiodic reports on the border environment.

° Inventory waste disposal sites:

The United States and Mexico have agreed to a consultative mechanism for the exchange of
information on existing and proposed hazardous waste sites in the border zone.

Inorder to locate abandoned or illegal hazardous waste dump sites, EPA has developed strategies
for the border area using available Geographic | nformation Systens ("GIS") technology and aerial
surveillance, as well as informetion from local agencies. EPA has provided training on aerial
photography interpretation, while SEDESOL is designing a strategy to address the problem of
abandoned waste sites

Findly, EPA has compiled extensive dataon municipa solid waste disposal facilitiesand completed
aninventory of U.S. sites. Municipalities in Mexico are conducting an assessment of municipal
solid waste disposal facilities along the M exican border area.

° | nventory shared water resources:
Field work has been completed on a binational survey of the Rio Grande/Rio Bravo for toxic

pollutants, and a binational report is under development. A similar study for the Colorado River
is being considered.
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° Monitor air quality:
Emissionsinventoriesand monitoring networksarebeingdeveloped for priority binational ar basins
to determine ambient air pollution concentrations, apportion sources and their relative impacts,
recommend cost effective control strategies, and measure progress and conmpliance.

° Prepare periodic reports on the border environment:

A cataog has been prepared, based on GIS data, describingthe environment of the U.S. border
area
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B. TRAINING AND EDUCATION

During the last year and a half, EPA, the U.S. Fish and Wildlife Service (""USFWS")
and the National Oceanic and Atmospheric Administration ("NOAA'") have worked with
SEDESOL and other Mexican agencies on a number of cooperative training and education
activities. These activities have focuse d on environmental enforce ment, pollution monitoring
and control, and management of nature reserves and marine resources. While many of these
programs have been designed for M exicanenvironmental officials, other programs have been
targeted at maquiladoras, local community officials, and the public.

Moreover, in September 1992, the heads of EPA, SEDESOL, and Environment
Canada signed a trinational agreement to promote environmental education in all three
countries.

Two workshops have been convened and a trilateral committee has been established
to facilitate information exchange and to develop joint programs.

1. Enforcement of Environmental Laws

Toimprovetheenforcement work force alongthe U.S.-Mexico border, EPA has provided training
for U.S. and Mexican inspectors, as well as custons officials. These training prograis are described in
more detall in Section1V.A.

The U.S. Fishand Wildlife Service has presented training seminars onwildlife enforcement and on
activities associated with the Convertion on | nternational Trade in Endangered Species of Wild Faunaand
Flora ("CITES") to over 100 represertatives of SEDESOL, as well as to other Mexican officials
responsible for controlling trade in wildlife. Partly as a result of the training, several individuals were
recently found guilty of smuggling ocelots, jaguars, parrots, palm cockatoos, and over 1000 bobcat hides
from Mexico.

2. Air Quality Monitoring and M anagement

EPA training courses have covered many important topics in air monitoring, air dispersion
modeling, laboratory quality assurance, air quality management, air quality meteorology, and combustion
evaluation. EPA assisted SEDESOL in defining "easlly implementable controls' and aterretive controls.
EPA's Office of Air Quality Planning and Standards has provided a technical staff person on a detail to
SEDESOL to provide long-term technical support in developing emissions inventories.

NOAA's Forecast Systernrs Laboratory and Mexico's Centro de Cienciasde la Atmosphera are
considering initiating a study that would enable improved forecasting of meteorologica conditionsover the
Vdley of Mexico and the surrounding mountains during conditions of severe pollution episodes. Sucha
study woud enable U.S. and Mexican officials to better predict the atmospheric consequences of
alternative strategies for reducing the pollution associated with economic development in the area.

3. Marine Pollution M onitoring

NOAA isexamining means to inprove the exchange of information concerning marine pollution
monitoring progras being conducted by Mexico and the United States. Inaddition, NOAA isexploring
opportunities for coordinated monitoring activities in the U.S.-Mexican border environment. Wider
digtribution of such data among Mexican government officials and academics should contribute to the
improvement of pollution control and fisheries management along the U.S. and Mexican coastlines.

4. Other Pollution Control Programs
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Pesticides. At the request of SEDESOL, EPA has begun to develop bilingual training and
outreach programs on border pesticides-related issues for the Lower Rio Grande Valley
(Texas-Tamaulipas) and Imperial Valley-Mexicali aress.

Hazardous and solid wastes. EPA training has covered the transboundary movement of
hazardous waste, hazardous waste management and inspection techniques. EPA and SEDESOL have
conducted cooperative training visits to border facilities. In addition, training prograns have been
developed and planned for landfill site selection and facility management.

Emergency preparedness and response. TheUnited Statesand M exico have worked together
to identify and conduct appropriate workshops and training sessions, and to provide technical assistance
to the Sister Cities along the border. These activities are described in more detail in Section IV.A.

Environmental impact assessments. Twenty SEDESOL persomnel attended an EPA course
on environmental impact assessment in December 1992, This intersive course, prepared specifically for
aninternational audience and modified for M exico, wasfacilitated by EPA staff using simultaneous Spanish
translation. In September 1993, theU.S. Agency for Internationa Development ("AID") agreed to provide
additional funding to train SEDESOL officials as course facilitators

5. Reserve Management

The Tijuana River Nationa Estuarine Research Reserve ("'TRNERR'), located at the coastd end
of the Tijuana River, is managed by the Nationa Ocean Service of NOAA. This 2,500 acre ste is
adjacent to the U.S.-Mexico boundary. NOAA has worked with Mexican officials on education and
research projects to monitor water quality, channel fishes, invertebrates, vegetation, and mersh soils. The
objectiveof theseresearch effortsisto document pollutants thet enter the TRNERR withfreshwater inflows
fromthe river and to assess changes in environmertal indicators.

The USFWS, together withthe U.S. Forest Service, has provided short-termtraining courses and
workshops to officials directly responsible for managing protected areas in Nuevo Leon and Y ucatan.
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6. Protection of Marine Wildlife

With support from the U.S. AID, the Nationa Marine Fisheries Service is working with the
Government of Mexico and the Mexican Fisheries Ministry to provide technical assistance and training for
the protection of marine turtlesincidentally caught in shrimp fisheries. The use of Turtle Excluder Devices
and dolphin-safe polices will assist the M exican fishing fleet in complying with the environmental and legal
instruments of both countries.

In addition, the Southwest Fisheries Science Certer ("SWFSC") is undertaking a number of
cooperative activities with Mexico to protect the vaquita, an endangered merine mammal. The vaquita,
whichislisted under the Endangered Species Act, is endemic to the northern Guif of Californiaand has one
of the most limited distributions of any marine mammal. However, it is vunerable to incidental mortality
in commercial fisheries, such as the gill net fisheries for totoaba and shark, and in grinp tranis. The
SWFSC iscurrently workingwith M exican scientists to conduct ship and aerid surveys of thevaquita. The
results of these surveysshould assist in the design and implementation of more effective preservation efforts.

7. Environmental Education Programs

EPA has provided grants to several non-governmental organizations to conduct environmental
education programs. One exanple is Project del Rio, a cooperative water quality monitoring program
involving U.S. and Mexican high school students. Under the grant, Project del Rio will develop abilingual
citizen's guide to the Rio Grande watershed. Materials developed under this programwill be available for
use in schools as well as for the general public.

Environmental education hasbeenakey component of many fish and wildlife cooperative programs
with Mexico. Examples of such projects include a programin the Centla marshes of Tabasco, Mexico's
largest estuary; aproject for school children on sustainable resource management in the state of Quintana
Roo; and aworkshop for teachers, resource managers, and comnunity leadersto support Mexico's newly
declared Sierra de Huautla Reserve.
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C. CONSERVATION

The United States and Mexico have along history of cooperating on wildlife protection
and the conservation of natural resources. By virtue of their long common border, migration
patterns, and dis tribution of many species, both countries have a common interest in a great
number of wildlife and natural resource issues. The entire border region, and in particular the
Rio Grande Valley, has a great deal of unique biological diversity which the two sides are
taking steps to protect.

The history of U.S.-Mexican cooperaion on conservation issues was outlined in detall inthe 1992
Environmental Review. Major areas of ongoing cooperation include wildlife conservation, management
of national parks and wildlife refuges, and conservation of marine resources

1. Wildlife Conservation

The mgjority of cooperative fish and wildlife activities between the United States and Mexico are
conducted under the auspicesof theMexico-U.S. Joint Committee for the Conservation of Wild Floraand
Fauna. Currertly, the joint committee meets about once a year to review both policy issues and specific
conservation projects. Conservation projects in the fields of training, protected areas management,
endangered species, law enforcement, and migratory birds have beenimplemented throughout Mexico.

a. Enforce ment

The ertire border area experiences legal, as wdl as illegal, commercial plant and wildlife traffic.
In 1991, Mexico becane a menber retion of the Convention on International Trade in Endangered
Species ("CITES'). Through CITES, both the United States and Mexico are working more closely to
increase wildlife enforcement along the border to meet the Ervironmental Agreement objectives of
enhancing environmental compliance and enforcement of environmental laws and regulations.

The USFW S has wildlife inspectors stationed at several portsof entry to inspect wildlife shipments.
Withinthe border areg, there are ten "designated” wildlife ports of entry. Mexico hasplansto increaseits
wildlife enforcement along the border.

b. Endangered species

Within 25 miles of the border in Texas, New Mexico, Arizona, and California, the USFWS has
the responsibility to maintain and to seek therecovery of at least 460 species of plantsand animalsthat are
endangered, threatened, proposed, or candidate species for listing under the Endangered Species Act.
Arizona and the Mexican State of Sonora share the Sonoran Desert, harboring scores of threatened and
endangered species like the Sonoran pronghorn antelope, Y aqui catfish, and Cochise pincushion cactus.
Cabeza Prieta National Wildlife Refuge and its Mexican "sister”, Parque del Gran Deserto del Pinicate,
protect portions of this ecosystem on opposite sdes of the border.

The USFWS is increasing coordinetion with M exico to protect and recover endangered species.
For example, in April 1992, the USFWS proposed experimental reintroductionof captive-reared M exican
wolvesinto sutable historical habitat; adraft environmental impact statement is being prepared to address
this issue. The captive breeding program was established in the 1970s with five wild-caught Mexican
wolves from Durango and Chihuahua, Mexico. Currertly, the captive population, which has expanded to
70 wolves, is maintained at nine facilities inthe United States and three facilities in Mexico. Reintroduction
sitesare currently being evaluated in Arizona and New Mexico.

To ensure that no species becomes extinct, Status surveys are undertaken to identify a species

status and threats to its existence. Such surveys are done in cooperation with the Mexican government.
Recent surveys have assessed the status of the Sonoran pronghorn antelope, M exican spotted owl, desert
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tortoise, maroon-fronted parrot, aplomado falcon, scarlet macaw, several species of desert fishes, and
several cacti and other desert plarts.

Since many listed species have ranges which include both Mexico and the United States, a
coordinated recovery effort is essentia to the maintenance and eventual delisting of many species. NAFTA
could result inincreased joint cooper ation to accelerate development and implementation of recovery plans
on transboundary species. In one example of current joint efforts, working with SEDESOL, Mexico's
FisheriesMinistry ("SEPESCA"), and M exican universities, the USFW S has aided the recovery of severa
sea turtle species, including efforts at nesting beaches for the K emp's Ridley turtle in Tamaulipas and the
black turtle in Michoacan

In another example, in 1991, Cabeza Prieta National Wildlife Refuge established a core working
group whichindudes all the land management entities and agencies withinthe historic range of the Sonoran
pronghorn artelope. The USFWS, the Bureau of Land Management, U.S. National Park Service, the
Government of Mexico, the Tohono O'Odam I ndian Nation, and the Arizona Game and Fish Department
developed an action plan to implement recovery actions for this species with initid priority given to
acconplishment of a range-wide survey of the species, to be initiated in 1992-93. The survey has found
a new population in Sonora's Pinacate desert, and studies of radio-tagged animals continue to support an
international management plan for the antelope now being developed.

2. Conservation and Management of Parks and Forests
a. National wildlife refuges

The USFWS manages eight nationa wildlife refuges, totaling over 1.2 million acres, aong the
U.S.-Mexican border. These refuges provide for the conservation of a great variety of unique plant and
animal species, including threatened and endangered species, game species, and migratory birds. Theyalso
protect many unique (including some very rare) areas of biodiversity found nowhere else in the United
States or Mexico insuchnatural conditions. Nearly the entire border area serves as a migratory stopover
or wintering habitat for numerous neotropical birds.

The USFWS also has several nationdl fish hatcheries, fishery assistance field stations, ecological
services offices, and law enforcement offices in the border states.

A number of international initiativesare underway inthe border region to conserveimportart natural
resources. In 1993, the Mexican Government declared the Alto Golfo Reserve in Sonora and Baja
Cdifornia, which incorporates the delta of the Colorado River and the Pirecate Desert to the east. The
reserve is located along the border and opposite Cabeza Prieta National Wildlife Refuge and Organ Pipe
Cactus National Monument. Aninternational working group has been formed to coordinste management.

U.S. National Park Service staff from Big Bend National Park in Texas are working with their
counterparts across the border in Chihuahuaand Coahuilato explore the creation of a companion reserve
there. Findly, the USFWS and U.S. Nationa Park Service promote the "Cultura Heritage Corridor" in
the lower Rio Grande River valley in Texas, where anumber of national wildlife refuges are located, along
with their Mexican counterparts in Tamaulitas. | mplementation of the NAFTA could provide these
initiatives with added impetus.

b. Habitat conservation and biodiversity
The United States and M exico areinvolved in many conservationefforts to protect fishand wildlife
habitat, particularly for migratory birds, threatened and endangered species, and fish. The United States

IS placing increasing emphasis on protection of unique and importart hebitats such as wetlands, and
bio-diverse ecosystens.
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INn 1993, Mexico is taking steps to establish a Mexican Conservation Fund to be used to finance
environmental programs and projectsinMexico. The purpose of the fund isto provide long-term sustained
financing for building the capacity of M exican agenciesto conserve the country's biological resources ard
natural ecosysterms.  The fund will help support continuous idertification of biodiversty conservation
priorities and to monitor the condition and trends of natural vegetation and ecosysterms. (This fund is
discussed in more detail in Section IV.D.1.)

In1988, theU.S. Congress established the San Pedro RiparianNational ConservationArea, which
beginsatthe international border and traverses the San Pedro River northfor about 36 miles. This corridor
is being managed by the U.S. Bureau of Land Management for its riparian, wildlife, cultural, and other
natural resource values. This area has its headwaters in Mexico. Infact, about 17 percert of the San
Pedro River watershed isin Mexico. This makes coordination with Mexico extremely importart to the
viability of the river downstreamin the United States.

In the last several years, Mexico has expressed increased interest in protecting the headwaters of
the San Pedro River. The Centro Ecologico de Sonorais in the process of preparing a report ad
recommendationsto the State of Sonoraand the M exican government that are expected to suggest pecific
management prescriptions for portions of the watershed in an effort to protect its natural resources. The
U.S. Bureau of Land Management has beenasked to review the planand provide technical assistance on
the hydrologic aspects of the watershed and on other netural resources

Following are severd additional examples of recent joint habitat conservation and biodiversity
efforts:

° The USFWS plays akey rolein"Partnersin Flight," a new conservationinitiative to benefit
neotropical migratory birds. Conservation projects in Mexico are now being developed
under thisprogram USFW S personnel are active in developing guidelines for U.S.-based
projects associated with M exico.

° The loss of nesting and roosting habitat has resuted in a reduced number of breeding
white-winged doves in northern Mexico. SEDESOL and the USFWS have agreed to
cooperate on the management of this species. The mgjor colonies have been cataloged
and those most in need of protection identified. The Mexican ecological reserve "Parras
de la Fuente" was recertly established in Tamaulipas to provide long-term protection for
the most important breeding colony of white-winged doves. Currertly, joint efforts are
underway to develop a strategy for the conservation and management of this species.

° InJuly 1993, the United States and Mexico agreed on several joint wetland conservation
projects under the North American Wetlands Conservation Act. Under this Act, at least
50 percent of the available monies fromthe North American Wetlands Conservation Fund
mugt be spent in Canada or Mexico because of the importance of the breeding and
wintering habitat of the migratory birds in those countries. This supports the Tripartite
Ageement on Wetlands Conservation between the United States, Canada, and Mexico.
In Mexico, projects include restoration of the Chuburna Harbor dike in the State of
Y ucatan that was destroyed by Hurricane Gilbert. Inthe State of Sonora, a grant will be
used to evaluate wetlands, and for research and education.

3. Conservation of Marine Resources
a. Dolphin surveys

On July 28, 1993, stiertists fromthe National Marine Fisheries Service ("NMFS'), Southwest
Fisheries Science Center ("SWFSC") and Mexico's Ministry of Fisheries ("SEPESCA") began a

cooperative survey of a606, 700 square-mile area southfromthe Oregon- California border to Manzanillo,
Mexico, extending approximately 300 naLtical miles offshore. The primary objective of this joint survey
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is to obtain a solid estimate of abundance for the northern stock of common dolphin. Sciertists will also
collect data on large whalesand other marine mammals, marine turtles, seabirds, and other merine life, in
addition to oceanographic data such as termperature and salinity. Thisinformation will be used to describe
the types of habitats that are associated with marine mammals.

b. Dolphin-safe research

In keeping with U.S. policy to develop alternative methods of fishing, NMFS plans to cornvene a
workshop to assess and prioritize the next generation of dolphin-safe research inttiatives. The objective
of the workshop will be to quartify the probability of success of available detection technologies, and to
develop fromthese probabilities a hierarchy of research priorities.

The workshop is tentatively scheduled for spring 1994. NMFS will seek the participation of
M exican scientists to aid in discussions and evaluations of proposed detection technologies. Funding for
participation by M exican scientists will be provided by the United States.

In addition, a cooperative research project initiated in 1992 to smultaneoudy track tuna and
dolphins captured together will continue during 1993. The primary objectiveof the project isto study the
association of these two species. Thisinformetion will prove vauable in two ways. On the scientific side,
the study of tuna and dolphin movementsand interactions, in conjunction with food- habit studies, will help
to establish the longevity and dynamics of the tuna-dolphin bond and the degree to whichit is food- based.
Onthetactical side, the study may determine whether the bond loosens at particular times or under certain
conditions, and if so, whether the tuna would be vulnerable to fishing at such times.

Thestudy will be conducted by the I nter- American Tropical Tuna Commission, incooperationwith
NMFS, the University of Hawaii, and Mexico's nationa tuna protection and improvement program, the
PNAADP. The PNAADP will cortinue with research on separation of dolphins and tuna.

C. Sea lions

Although much is known about sealionsinthe United States (through census, tagging, and studies
of their diet, foragng and reproductive behavior), less informetion is available for anmals in Mexico.
Begnningin 1992, sea lions in western Bgja California, Mexico, were censused cooperatively by NMFS
and SEPESCA. Information on sea lions (specifically counts of pups during the end of the breeding
season) fromwestern Baja California is vital for meking status determinations of this species.

INn 1993, four census counts are planned. It is hoped that cooperative branding/marking studies
will be intiated so that rates of exchange between Mexico and the United States can be determined. In
additionto California sealions, elephant seals, harbor seals, and Guadelupe fur seals will also be censused.
The next survey is scheduled to begnonNovember 2, 1993. The use of aeria photography to collaborate
this census is an importart area that has recently beenincorporated into thejoint effort betweenthe United
States and Mexico.

d. Gray whales

Although the gray whale is no longer considered in danger of extinction, it will remain subject to
prohibitions against takes under the Marine Mammal Protection Act. Also, as specified under the
Endangered Species Act, populations removed from the listing must be monitored for a minimum of five
years after delisting.

Asaresult of adecrease in pregnancy rates in theaborigina fishery in Russia and low calf counts
in Mexican waters during 1990, NMFS is examining the possihility of ajoint U.S.-Mexican study to
examine patterns of calf production in Mexican and U.S. waters during the winters of 1993-94 and
1994-95.
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e. Small and large pelagic fisheries

The United States and Mexico have completed a joint report describing U.S. anglers in Mexican
waters. Inaddition, a Binational Sardine M eetingwas convened inRosarito, Mexico inMay 1993. Other
ongoing work has emphasized the importance of exchanging fisheries data used for stock assessment.
Planning is underway on the sardine biomass estimation to be conducted in U.S.-Mexican waters from
Monterey, Cdlifornia, to Cedros Island, Bga Cdifornia. This will be a joint research project among
scientists fromthe SWFSC, the California Department of Fish and Game, and Mexico.

Several other joint research projects onlarge pelagics were undertaken during 1992- 93, including:
° a collaborative study estimeting biologica parameters for swordfish;

° a joint sudy to conpare the usefulness of various structures used in albacore age
determinations,

° ajoint experiment involving several M exican scientific agencies to definethediet, vertical
and horizontal movements of striped marlin, which is continung

° a cooperative hillfish tagging program, which has resuited in over 14,000 billfish being
tagoed inthe Bg a area withthe cooperation of fishing reports, charter boatsand individual
fishermen;

° an annual survey to collect catch and effort datafor merlins fished by recreational anders
off the west coast of Mexico;

° ajoint publication in English and Spanish reviewing striped marlin, swordfish, and sailfish
fisheries and resource management by Mexico and the United States; and

° participation of Mexican scientists in a shark tagging and population indexing cruise off
southern California.

f. Sea turtles

Mexico has implemented much stricter laws and regulations to conserve its sea turtle resources.
A Mexican Pregdertial proclamation of May 1990 banned the taking of and trading in seaturtles. In early
1993, Mexico required thet its shrimp trawl fleets in the Gulf of Mexico (numbering 300-400 boats) use
turtle excluder devices ("TEDS?). Withthis latest action, Mexico is headed toward full, 100 percent use
of TEDs well before May 1994, when U.S. law would limit shrimp imports from nations not using TEDS.

In addition, Mexico has for many years implemented programs that protect sea turtle nests on
various beaches. A Presidential decree set aside 17 nesting beaches as reserve and shelter zones for
marine turtles. With the establishment of a National Marine Turtle Program, Mexico selected protection
canps (beach sites) in both the Guif and Pacific coasts where turtle eggs were studied, and protected
through removal and relocation in special secure areas.  In addition, this program has sought to promote
turtle conservation through: the protecting of nests fostering of artificial incubation of eggs where
necessary, release of turtle hatchlings, and tagging of specimens.
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D. FINANCING ENVIRONMENTAL AND CONSERVATION PROGRAMS

Environmental protection programs cost money, which often means public funds that
are subject to heavy demands for many needs, particularly in developing countries. Thus,
efforts to protect and improve the environment are best served by targeting domestic and
international financial mechanisms directly toward environmental infrastructure projects or
major conservation programs. The Border Environment Cooperation Agreement recently
concluded with M exico, establishing the Border Environment Cooperation Commission and
the North American Development Bank, represents one such environmental financing
mechanism directly related to the NAFTA and the U.S.-Mexico border area. (That
Agreement is described in Section I1.C, above.) Other national and international sources of
environmental financing include debt-for-nature swaps and multilateral development bank
programs.

1. Debt-for-Nature Programs

Debt-for-nature swaps present a significant opportunity to channel additiona resources into
protecting Mexico's environment. Through the work of a range of environmental organizations,
debt-for- nature swaps have made animportart cortribution to conservation and ervironmental protection
efforts in Latin America. Since 1987, $136 millionin commercial bank debt has been converted through
debt-for-nature swaps, channeling approximately $90 million to the environment in ten courtries in the
region. U.S. environmenta groups continue to pursue opportunities for debt-for- nature swaps with the
Government of Mexico.

Building uponarecent grant to assist these efforts, the United Statesrecently announced that it will
commit up to $20 million to help capitalize anew Mexican Conservation Fund (Fondo Mexicano para la
Conservation de la Naturaleza), in an effort to preserve Mexico's forests, watersheds and biodiversiy.

A consultative committee of prominent Mexican business people, academics, and conservationists
has helped to designthe M exican Conservation Fund. The objective of the Fund is to provide long-term,
sustained financing to strengthenthe capacity of M exican agencies and non-governmental organizations for
conserving the country's biological resources and protected areas. Specific activities will be selected after
broad public consultation, and will be implemented at the grass-roots level.

It is expected that the U.S. contribution to the Fund will leverage participation of other sources of
finance suchasthe World Bank, the Inter- American Development Bank, and members of the international
donor community.

Mexico has leveraged additional resources to protect its environment through debt-for-nature
swaps facilitated by the Inter-American Development Bank ("IDB"). Through the IDB's programto use
environmental project loans to purchase commercial bank debt, Mexico purchased $100 million in
commercial debt in exchange for a commitment of local currency to a conservation area outside of Mexico

City.
2. Multilateral Development Bank Activity

The World Bank, its private-sector afiliate, the International Finence Corporation, and the
I nter- American Development Bark have beenactively providingdevelopment finance assistance to Mexico
for many years Cumulative lending from these institutions in M exico totals over $30 billion for some 313
projects. Inthe past severd years, the multilateral development barnks have placed increasing emphasis
upon environmental considerations to promote new types of development prograns designed to have
benefidd impacts upon the environment.  This intensified emphasis on environmental considerations is a
resut of U.S. policy initiatives.
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a. World Bank activities

On September 28, 1993, the World Bark and the Governmernt of Mexico agreed to a new
environmental programin which the World Bark will provide up to $1.8 billion in loans, to be approved
by the Bank's Board of Executive Directors, to support environmental programs in Mexico over the next
threeyears(1994-1996). Counterpart funding fromthe Government of M exico will raise the total program
to $3-4 billion. The programwill channel resourcesto strengthening Mexico's reguatory and enforcement
capabilities, while addressing toxic and solid waste, natural resource management, industrial pollution, air
contanination, and water supply and sanitation.

This program which represents a significant increase in the level of funding for environmental
protection and clean-up, will support two sets of initiatives. First, assistance will be provided to various
regons in Mexico where integrated, comprehensive efforts addressing a broad range of environmental
problems are needed.

Because of its unique problems caused by rapid urbangrowthand industrialization, one of the first
areas to receive attention will be the U.S. border region. Indeed, the initid World Bank project will
concentrate on the 14 Sigter Cities along the border and will support investment in environmental
infrastructure. The project amsto improvewater supply and sanitationcoverage throughinvestment in new
facilities and the expansion and rehabilitation of existing infrastructure.  The project will aso finance the
closing of illegal solid waste dump sites, the construction of solid waste recycling and disposal facilities, and
the training and equipping of environmental agencies at the federal, state and municipa levels to ensure
compliance withMexico's environmenta standards. To finance these efforts, theWorld Bark isto provide
approximately $350 million, with the M exican government cortributing an additional $350 million.

The second set of initiatives under the World Bank loan will focus on nationwide strategies and will
be aimed at various sectors to be improved, including water supply, waste management and biodiversity
protection. Two approaches, oneregonal and one national in scope, will be used in tandem to meximize
local participationinproject design and implementation while strengthening M exico'snational environmental
protection capabilities.

Collaboration between Mexico and the World Bank inenvironmental activitiesdatesback to 1973.
In thet year, a $90 million Mexico City Water Supply loan was signed; in subsequert years, Mexico has
received over $400 millionin World Bank loans for water treatment and sanitation. More recently, in April
1992, the Bank supported a $50 million effort to upgrade the capabilities of the two leading environmental
agerncies at the federd level -- the technically-oriented Nationa Ecology Ingtitute ("INE") and the
enforcement-oriented Federal Attorney Gereral for Environmental Protection ("PFPA™). In December
1992 Mexico and the Bark initiated a $220 million Transportation Air Pollution project for the Mexico City
metropolitan area.  This project financed the replacement and retrofitting of public transport vehicles to
meet stringent emissions standards, investments to improve gasoline quality and reduce fuel evaporation,
and improvement of ar quality monitoring and planning. Thelessonslearned fromthese and other projects
will be incorporated in the new environmental program

b. International Finance Corporation activities

The International Finance Corporation ("IFC") is adso applying its experience in environmental
infrastructure financing in Mexico.

The IFC Board of Directors may soon consder an investment in a privately-owned wastewater
treatment fecility in Puerto Vallata. This transaction would serve as a modd for "BOT"
(build- operate-transfer) infrastructure financings in M exico including, perhaps in the not-to- distart future,
two wastewater treatment facilities to be constructed in Ciudad Juarez
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In addition to infragructure, the IFC is working with the private sector in other
environmentally-beneficial ways, last year, for example, it helped to finance a feasibility study for the
consolidation, collection, and incineration of hospital wastes in Mexico City.

c. Inter-American Development Bank activities

The Inter-American Development Bank ("IDB") is aso heavily involved in environmental
infrastructure financing in the border region, most specifically the Tijuana wastewater project included
among the Sister Cities projects. In this instance, a $46.4 million IDB loan to extend sewer system
coverage, approved in 1985, was modified to take into consideration the binational, 1BWC-sponsored
sewage treatment facility in San Diego. The IDB hes also financed wastewater systernrs in Monterrey.

The IDB has three relevant gobal project loans in Mexico which are currently being disbursed:
$200 million for irrigation and drainage; a $300 million project (co-financed with the World Bank) for
potable water and sewage; and $350 million for energy conservation. A follow-up gobal irrigation and
drainage project ($300 million), as well as a sewage project in Guadalgjara ($100 million) and a basic
sanitation project for Puebla ($100 nillion) are also inthe IDB's pipeline.

Other IDB resourcesthat may become available inthe near terminclude a $180 million muricipal
development project (to be matched by M exican government resources) to improve the adminisration and
operation of municipal services throughout the country. A mix of credits and grants will be aimed at
developinglocal infrastructure and reinforcinginstitutional capacities, includingestablishingafee-for-service
basis for municipal services such as cleanwater and sewage. Board approval is articipated inearly 1994.

The IDB currently provides approximetely $1 billion in new loansto Mexico each year. Additional
IDB efforts to enhance the environment in Mexico may be in the offing, prepared in the context of the
current IDB capital replenishment negotiations.

3. The U.S.-Mexico Border Infrastructure Finance Conference

Rapid economic and population growth aong the U.S.- Mexico border has outpaced the
development of necessary environmentd infrastructure.  This "infrastructure deficit” has strained the
environmental balance in the border area and resulted in serious problemsin such areas as water pollution
and waste disposal.

As part of the effort to respond to these problens, the U.S. Department of Commerce ard
SEDESOL convened the U.S.-Mexico Border Infrastructure Finance Conference in July 1993 in San
Antonio, Texas. Conference participants included seven cabinet-level representatives fromthe U.S. and
Mexican governments.

The conference explored methods of attracting private capital to finance border environmental
infrastructure projects. The conference also examined border infrastructure needs, challengesto financing
these projects, and potertial solutions to the border environmental infrastructure deficit.

Conference participants explored the possibility of obtaining private financing for border
environmental projectsinthe water supply, wastewater treatment, municipal waste, and hazardous waste
areas. Other financing issues analyzed at the conference included: the ability of the federal government to
at least partially fund environmental infrastructure whenthe primary beneficiaries of the projects are border
citizens and communities, rather than private industry; the need for thedevelopment of user fee mechanisms
for environmental infrastructure projects, and the ability to finance ervironmental projects that benefit
private users, such as industrial wastewater projects.

The conference discussions contributed to the development of proposals for a mechanism based
on the successful financing experience of development banks, which became the basis for the recently-
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concluded agreement betweenthe United Statesand M exico to establishthe North A merican Development
Bark. Thisbark will provide some $2 billion or more of largely private market financing for environmental
infrastructure projectsin the border area
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V. OVERVIEW OF POTENTIAL ENVIRONMENTAL EFFECTS OF NAFTA
A. MACROECONOMIC EFFECTS

1. Effects on Economic Growth

Implementation of the NAFTA is expected to promote additional developmentofboth
the U.S. and Mexicaneconomies. In the short run, this e conomic development will take place
through the increased specialization and economies of scale resulting from the freer flow of
trade in goods and services. In the long run, however, the expansion of research and
development, training, and capital equipment encouraged by the NAFTA will enhance
economic activity even more. For Mexico, improved access to U.S. technology in the energy,
communications, electronics, and other critical industries should provide an additional boost
to growth.

Defeat of the NAFTA, on the other hand, would not perpetuate the status quo.
Rather, it would be almost certain to reduce U.S. exports to Mexico. Mexico could suffer
from a loss of confidence in its economic growth prospe cts, reduced domestic and foreign
investment, and slower growth. While Mexico would surely exercise policy options in an
attempt to preserve its prospects for economic development, these would be limited, at least
in the short run. The near-term effects of NAFTA's defeat would result in less growth and
more poverty in Mexico,andin the United States, would resultin reduced exports to Mexico,
fewer high-paying U.S. jobs supported by those exports, and ultimately, higher levels of
immigration from Mexico than would otherwise be the case.

Theimpact of the NAFTA oneconomic growthcould be substantid. It isestimeted that, NAFTA
woud cause:

° Mexican economic activity to be as much as 11 percent gredter;

° Mexican per capitaincomes to rise even more if higher incomes cause birthrates
to fall, as expected; and

° U.S. exports of goods and services to Mexico to increase substartially, increasng U.S.
jobs supported by merchandise exports by an additional 200,000 by 1995 by almost 40
percent, bringing over 350,000 gross new jobs to the economy.

Most serious economic studies of the NAFTA suggest that it would boost U.S. GDP by as much
as a hdf percent. Estimates of net employment gains range from 35,000 to 170,000. Although the
additional output and jobs are just asmal fraction of the growth that normally occurs each year inthe U.S.
economy, they will be espedially important during periods of slow economic growth (Figure 1) and in the
states bordering Mexico. For instance:
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° Increased exportsto Mexico added an estimated 180,000 jobsto the U.S. econony from 1990
to 1992, helpingto soften therecesson. Asaresult of the recession, civilian employment in 1992
was down 300,000 compared to 1990.

° Of the 266,000 jobs created by the growth of manufactured exports to Mexico from 1987 to
1992, Texas captured 31 percert, California 17 percent, and Arizonaand New Mexico 3 percent
combined (Figure 2).

The NAFTA isexpected to have ardatively larger impact onthe M exican econony, whichis only
one-twentieth the size of the U.S. economy. Most economic analyses suggest the NAFTA will add
perhaps one percentage point to Mexico's amual economic growthrate. Most of this additional growth
Isexpected to occur in theindustrial and service sectors. Unlike the maquiladora program, however, which
isconcentrated largely in northern M exico near the U.S. border, NAFTA-related growthwill probably be
more evenly distributed throughout the country, focusing on mgjor Mexican consumer and investment
markets (although it will aso include some growth in border areas).

Mexico's accelerated growth will depend greatly on increased investment, especially from the
United States and other foreign countries. From 1987 to 1991, U.S. direct investment inMexico averaged
about $2 billion dollars a year, accourting for two-thirds of dl such investment in Mexico. At the same
time, it accounted for only six percert of totd U.S. direct investment abroad and was lessthan 0.3 percent
of total investment in the U.S. economy during thet period. The NAFTA is expected to increase U.S.
investment inMexico. But even were it to increase substartially, there would be little impact oninvestment
inthe United States, as recently confirmed by the Congressional Budget Office® (Figure 3).

The increase in foreign investment simulated by the NAFTA will make it possible for Mexico to
significartly increase its imports. Most economists expect Mexico to allow its foreign trade deficit to
balloon for at least the next decade or two as it industridlizes. Because of proximity and growing direct
investment in Mexico, the United States coud greatly benefit from any expansion of imports. In 1992,
Mexico used almost 17 percent of its income to buy goods and services fromthe United States. Under
NAFTA, thisshareislikely to rise toward the Canadian level of 21 percent, as M exican industriesincrease
their reliance on U.S. capital, inputs, business, engineering, financial services, and also environmental
technology and waste management services. Rising wages will also increase Mexican demand for U.S.
consumer products, aready one of the fastest growing components of U.S. sales to Mexico.

a. The environmental consequences
Like most advanced economies in the course of development, Mexican indudtridization will

increaseenvironmental pressures. Mexico already is encumbered with serious industrial pollutionproblems
inits mgor cities and in itsctiesdong the U.S. border. The NAFTA

4 Congressional Budget Office, "A Budgetary and Economic Analysis of the NAFTA," July
1993.
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FIGURE 2

U.S. EXPORTS OF MANUFACTURED GOODS TO MEXICO:
STATE SHARE OF JOBS GENERATED BY EXPORT GROWTH
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FIGURE 3
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will tend to aggravate problens associated with Mexican industrial centersand transport arteries. Where
those centersand arteries lie close to the U.S. border, some of the environmental effects may spill over into
the United States. Otherwise, the economic effect of these problems on the United States will be positive,
to the extent that Mexico seeks U.S. goods and services to deal with them

TheNAFTA could also create additional environmental pressures inthose border gatesmost likely
to benefit from increased economic activity due to NAFTA. Because most benefits to the United States
are small in comparison to totd economic activity, the direct impact on U.S. environmental problems is
likely to be minimal. The additional economic activity in the United States resulting from the NAFTA
shoud pose no substantial increase inthe demand for environmental servicesand funds, or investment funds
ingeneral. This may be less true, however, for Texasand Cdifornia, where a large part of the NAFTA-
induced economic activity is likely to take place.

At the same time, the NAFTA s likely to greatly facilitate Mexican efforts to cope with
development-associated environmental problems:

° Increased integration of the North American economy will make the latest, most
environmentally sound technology availableto M exican industries, allowing themto bypass
dirtier methods used by other countries in industrializng.

o The NAFTA Environmental Agreement and the Border Environmental Cooperation
Ageement offer Mexicans the opportunity to confer with U.S. agencies and enlist U.S.
help in dealing with environmental problems. At the same time, under NAFTA and the
Environmental Agreement, Mexico has committed not to relax its environmental standards
or enforcement to attract foreigninvestment.

° TheNAFTA will encourage awider distribution of industry throughout Mexico. Whilethis
may bring some pollution to new aress, it is also likely to dow the growth of pollutionin
areas dready severely affected, meking it easier to implement effective programs to
remedy environmental problems in those areas.

By speedingup Mexican industrialization and associated wage increases, the NAFTA will spur the
growthof per capitaincome. Economic studies have shown thet societies are unwillingor unableto devote
resources to environmental problems as long as inconme levels are very low. Mexico isno different. The
faster its per capita income rises, the sooner and more effectively it can deal with its environmental
problems, including those that spill over into the United States.

As Mexican per capitaincomesrise :

o Population growthrates are likely to fall, reducing population growth pressures and further
accelerating the rise of living standards (Figure 4);

° The availability of safe water and urban sanitation will spread, reducing mortality rates and
the incidence of disease and morbidity; and
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° Concertrations of particulate metter will decline.

Urban concentrations of sufur dioxide tend to peak when per capita incomes reach several
thousand dollars and drop off rapidly thereafter.> Mexico's per capita income has now reached thislevel,
leading environmental expertsto believe that by accelerating the rate of income growth, as the NAFTA is
likely to do, Mexican problems rdated to this particular pollutant can be reduced nore rapidly.

Dl Investment Implications

Available evidence and empiricalresearch suggest that environmental considerations
are generally not important determinants of investment decisions in North America.
Furthermore, under NAFTA and the Environmental Agreement, each country has committed
to avoid environmental policies intended to divert investment from one country to another.
Finally, NAFTA willremove the current artificial incentives which have intensified investment
along the border through the maquiladora program.

Without NAFTA, it is more likely that intense border investment will continue, with
the attendant adverse environmental consequences for the border region.

Evidence suggests that environmental considerations are not importart determinants of investment
decisions in North America. Economic theory does suggest that a country can capture a competitive
advantage by being more lax than itstrading partners in addressing environmental problems. In practice,
however, this edge may be partially or erntirely offset by other factors -- such as other production costs,
relocation costs, tariffs, and tax considerations.

Cross-country studies of trade patterns have found little evidence that environmental protection
costs significarntly influence investment decisions and trade patterns.®  Looking specifically at U.S.-
Mexican trade, Grossman and Krueger” examined the influence of abatement costs in U.S. industries as
a share of the total valued added in eachindustry. They found no significart relationship between these
costs and:

o the propersity of specific industries to import from M exico;
° imports from Mexico with a high contert of U.S.-made componernts; or
° the ratio of maquiladora value-added to U.S. value-added in specific industries.

Grossman and Krueger attributed the absence of any evidence of a Mexican trading advantage
related to environmental costs to the fact that pollution abatement costs are a very small fraction of the total
costs incurred by most industries, averagng only 1.4 percent acrossall U.S. manufacturing industries.

> Gere M. Grossman and Alan B. Krueger, "Environmental | mpacts of a North American Free
Trade Agreement,” paper prepared for a conference on U.S.-Mexico Free Trade Agreement,
Brown Universty, 3 October 1991.

¢ Ingo Walter, "Environmentally Induced I ndustrial Relocation to Developing Courtries,” in S.J.
Rubinand T.R. Graham (eds.), Environment and Trade (New Jersey: Allanheld, Osmun, and
Co., 1982); H. Jeffrey Leonard, Pollution and the Strugdle for World Product (Cambridge:
Cambridge University Press, 1988); and James A. Tobey, "The Effects of Domestic
Environmental Policies on Patterns of World Trade: AnEmpirical Test," Kyklos, 43:191-209.

" Op.Cit.
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A field study conducted by the Harvard Business School® suggests additional reasons. Mexican
environmenta regulations in principle are not significantly different from those in the United States.
Regulaions require new plantsto use the best available technology and specify nine "critical areas." While
less stringent standards are applied to existing plants, some existing facilities are required to attain the same
standard as applied to new sources (athough they are gven more time to come into conrpliance).

Although M exican enforcement is not as extersive as it is in the United States, the Harvard sudy
found that Mexico can credibly monitor new investments for environmental compliance. Mexico's per
capita spending on environmental enforcement climbed from 8 cents in 1989 to 48 cents in 1991.
Comparingcompliance, inspection, and enforcement staff to gross industrial product suggeststhat M exican
efforts are comparable to those in neighboring U.S. dtates (Figure 5). In addition, Mexico's strategy of
concentrating enforcement efforts on highly polluting urban facilities may be a very effective initial step
toward significant reductions in emissions.

Moreover, the Harvard Study found that U.S. company perceptions did not support fears of
widespread relocation to Mexico. A survey of companies in industries with relatively high pollution
abatement costs revedled that:

° Managers of these companies believed that the gap between Mexican and U.S. costs is
closing and will be narrower in the future.

° In addition, while the managers perceived Mexican costs as lower than those in various
U.S. regions, they aso believed that Mexican costs are higher than those in Southeast
Ada, South Anerica, and Africa.

Under NAFTA Atticle 1114 and the Environmental Agreement, each NAFTA country has
committed to avoid environmental policies intended to divert investment from one courtry to another. If
such policies can be avoided, the evidence suggests that existing and expected environmental conditions
are not likely to be importart factorsin U.S. company investment decison-meking. The Harvard Business
School study concluded that:

8 Reported to the Environmental Protection Agency by Todd Collins, Richard Hojel, Daniel
Jinich, John Lonnquist of the Harvard Business School 11, May 1992.
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FIGURE 5

A COMPARISON OF U.S. AND MEXICAN ENVIRONMENTAL
ENFORCEMENT EFFORTS
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° Pollution intensity and control costs are not good predictors of decisons to invest in
Mexico; ad

° Mexican enforcement drategy will effectively control traditional pollution+ intensive
industries.

The study found no clear relationship between the level of industry pollution abatement costs and
reported management interest in Mexican investment.  Only 10 percent of the responses mentioned
pollution abaterment cogts as being among the two most important advantages of Mexico in determining
investment location.

The Harvard group supported its survey datawitha case study of businessesinLos Angeles. The
case study found that:

° A 1987 regulation requiring a 93 percent reduction in VOCsin 10 years was viewed by
Los Angeles' 1200 furniture mekers as a "shutdown order.” Because furniture meking is
compatible with Mexican resources and proximity, it was feared that many of the
companies would relocate across the border. But only 128 firms (11 percent) actually left
Los Angeles, and only 28 of these (2 percent) relocated to Mexico.

° A subsequent survey of all local businesses by the Los Angeles Small Business Coalition
found that orly 6 percent were planningto leave the city, but only 15 percent of those (less
than 1 percent of the total) planned to move to Mexico.

a. NAFTA's impact on Mexican maquiladoras

In recert years, the economy of the border area has been dominated by assembly plants known
as maquiladoras  These plants have been set up under Mexico's maquiladora program, which was
established in 1965 to attract foreign investors through special incentives, including tariff waivers and
exemptions fromMexico's foreign equity restrictions. Whenthe programwas created, maquiladoraswere
limited to Mexico'sborder region. Because of theregion's easy accessto theUnited States, mary investors
established assembly operations designed to tekeadvantage of U.S. provisionsinthe tariff schedules which
assess duties only on the factory value added for goods assenbled inany other country (including M exico)
using U.S. componernts.

Today, thereare over 2,000 maquiladoras employing over 400,000 people. Most arelocated in
the border region, though some have been established in Mexico's interior. Many mequiladoras are
assenmbly plants, importing components duty-free fromthe United States and other countries and generally
exporting their finished products to the United States. Some maquiladoras also export to countries other
than the United States, and afew enjoy tightly restricted permission to sell a fraction of their productionin
Mexico. They are subject to all Mexican laws regarding the environment and labor, and must returnto the
United States the wadte that imports generate.

AsMexico hasrelaxedits foreign investment restrictions inrecent years, the maquiladoraprogram's
chief advantage has become its waiver of Mexican duties on imported parts and equipment. In return,
maguiladoras must export all of their production unless they obtain M exican government permissionto sell
alimited quantity in Mexico. They are dso bound by a variety of Mexican incertives for al firmsto limit
imports, export more, and use Mexican materials.

NAFTA effectively eliminates the key attractionsof themaquiladoraprogram NAFTA provisions
sharply restrict export-linked duty drawback and waivers. This means that maquiladoras will pay full
Mexican duties on partsimported from outside of North America and used in products soldinthe United
States, Canada or Mexico, begnning in 2001. NAFTA aso commits Mexicoto eliminate regtrictions on
maquiladoras sdes into Mexico's market, and other export-based performance and domestic contert
requirements, by 2001. Maquiladoraswill operate the samewayasother factories interms of paying tariffs
on imported parts and freedom to sell without restriction in Mexico. Maquiladoras will also continue to
be required to return their hazardous waste to the United States.
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NAFTA provisonswill not eiminate maquiladoras. 1t will require the maquiladoras to play by the
same rules as other firms with respect to export incentives. This may resut infewer new firms constructed
inthe border area.
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B. SECTORAL EFFECTS

1. Energy

Concern for a more efficient, less vulnerable, and environmentally sustainable energy
future was the foundation of the negotiations of the energy provisions of NAFTA. By
removing barriers and disincentives to the use of natural gas in Mexico, NAFTA opens up
prospects for cleaner power generation. This, together with greater scope for private
investment in Mexico's power generation sector, should help mitigate environmental effects
of increased demands for electricity created by economic growth.

By aligning Mexican oil and gas prices with market forces, NAFTA will open greater
opportunities for access to renewable energy technologies. NAFTA also allows continuation
of incentives for exploration and development ofnon-renewable e nergy sources, but does not
change disciplines on subsidies spelled out elsewhere in the Agreement.

Absent NAFTA, the benefits of greater use of natural gas and of cleaner technologies
could be lost. If the NAFTA is not approved, U.S. opportunities to market goods andservices
in the M exicaneconomy would be substantially reduced and the environmental be nefits from
increased sales of U.S. energy goods and services, including natural gas and renewable
energy technologies, would be significantly curtailed.

The United States and Mexico are mgjor producers and consumers of energy. Tradein energy
productsisasignificant part of the economic relationship between the two countries. Fuels alone represent
about 19 percent of U.S. importsfrom Mexico. Nearly half (42 percent) of the crude oil stored inthe U.S.
Strategic Petroleum Reserve was supplied by Mexico. The United Statesis a mgjor supplier of petroleum
product imports to Mexico, providing over 75 percert of itsimports.

Mexico officially estimates its crude oil reserves to be twice those of the United States. These
reserves represent nearly half of the non- OPEC, global reserves located outside the countries of the former
USSR. Most of these reserves lie in offshore areas along the coast of Mexico. U.S. firms are a the
frontier of anumber of new explorationand productiontechnologies, and much of the experience withthese
technologies resides exclusively with U.S. firms.

M exican crude production hasincreased very little since 1982. Given currert financial constraints,
it is questionable whether Mexico can mobilize the large amount of capital needed to substartially increase
production from currert levels. Development of Mexico's offshore oil reserves is not expected to be
affected significantly by NAFTA, since private investment in such activities is still not permitted under
Mexico's constitution.

The provisions of NAFTA generally liberalize other aspects of Mexico's state-reguated energy
regme. NAFTA immediaely lifts Mexican investment redtrictions on 14 of the 19 basic petrochemicals
previously reserved to the M exican states, and on 66 secondary petrochemicals. Mexico now will allow
the private ownership and operation of electric generating plants for self-supply, co-generation and
independent power production, which could lead to moreefficient use of energy resourcesand replacement
of outmoded technology. NAFTA permitsU.S. natura gasand basic petrochemical suppliersto negotiate
directly with Mexican end-users for the sale of natural gas or basc petrochemicals and to conclude
contracts with the buyers together with PEMEX.

Inaddition, Mexico's new Mining Law frees minesfromgovernment control. Asnew dual coal/oil
and coal-fired plants conme on stream, U.S. and Canadian coa will compete tariff-free in an expanded
Mexican market. Opportunities are also expected for new clean coal technologies.

One of the products basic to theimprovement of Mexican air quality is methyl tertiary butyl ether
("MTBE"), used as a gasoline additive to replace lead and abate carbon monoxide (CO). The Mexican
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governmen is increasing the availability of unleaded gasoline. I1naddition, the Mexican government has
removed M TBE fromthe list of basic petro-chemicals reserved for production by PEMEX, to encourage
private sector investment inM TBE plants. MTBE was purchased from U.S. sources by PEMEX for use
in Juarez for the 1992-1993 winter season, for CO abatemernt.

Although U.S. crude oil reserves and production have been declining since 1985, natural gas
reserves remain substartial and coal is the most abundant fossil fuel inthe United States. The United States
leads in developing technologies thet use coal in more economical and environmentally acceptable ways.
The fractionof U.S. energy supplied by renewables has beenincreasing, particularly in areas with no sunk
investment in centralized power distribution and generation.

Energy policies must be consistent with improving and maintaining air, land and water qudlity in
Mexico and the United States. One meansof doingthis is greater use of natural gas, the cleanest burning
fossl fuel. As pointed out in the 1992 Ernvironmental Review, natural gas represents a sgnificant
opporturity to meet Mexico's growing energy demands while at the same time reducing emissions of
harmful pollutants. 1t can also be used to effectively reduce emissions from existing electrical generation
plants. Mexico's shift over the last decade from beinganet exporter of gas to the United States to being
anet importer is likely to continue over the remainder of this decade, providing a growing market for the
U.S. gasindustry.

NAFTA liberalizes trade barriers to natural gas to permit it to be used, not only to generate
electricity in more locations, but also to supply energy to Mexico's industrial sector (which will be
particularly important in enhancing Mexico's environmental quality). NAFTA alsoencouragesmoreprivate
investment in Mexico's power generation sector, which will complement all these energy sector
developments.

NAFTA will dlow the prices of Mexican oil and gas products sold in its domestic market to be set
by market forces. By eliminating price distortions, such a shift will dso alow U.S. renewable energy
technologiesto gain access to the Mexican markets in which they can best compete. These aremost likely
to be the areasfarthest from existing electricity distribution systems, into which it has been uneconomic to
extend the grid. The NAFTA will also provide patent protection for energy technologies by means of its
provisions protecting intellectual property rights.

Findly, while NAFTA allows continuation of incentives for exploration and developmert of energy

resources, it does not exenmpt suchincertives fromitsdisciplines on subsidies. This provision was carried
over fromthe Canada-U.S. FTA.
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P Agriculture

NAFTA is expected to result in increases of U.S. exports of grains, oilseeds, and
meats, while fruits and vegetables are likely to account for the bulk of Mexico's increased
exports. Effects on environmental quality depend in part on resulting changes in the output
and input mix, and also on land use patterns. Chemicaluse changes will differ regionally, but
an overall net result is difficult to dis cern. Mexico's corn market liberalization, and reduction
in water and chemical input subsidies, could result in reduced cultivation of marginal lands,
reducing potential for erosion, deforestation and loss of biodiversity.

For the United States and Canada, the agricultural environmental consequences of not
concluding the agreement are small. For Mexico, however, two recent unilateral changes --
changes in current land tenure laws and the shift from corn support prices to decoupled
support payments -- increase the risk of negative environmental effects if NAFTA is not
concluded. Much of M exican corn production is concentrated onsmallfarms in rainfed areas
and many of these farms are on marginal, e nvironmentally fragile land. In addition, much of
the remaining forested land is held communally. Without NAFTA and the accompanying
increase in wages and jobs for landless Mexican workers, there will be an increase in the
cultivation of marginal lands and deforestation of forested lands as landless workers leave
corn production.

NAFTA will present agricultural producersinthe United States, Canada, and Mexico with a new
constellation of input and output prices. As these producers respond to the new prices, they will change
their use of inputs such as pedticides, labor and land, and the level and mix of outputs. These production
changes can improve or worsen water quality, soil erosion, soil productivity, biodiversty, wildlife habitat,
food safety, and worker health.

NAFTA'snet impact onU.S. and Canadian agricultural environmental quality will be small because
price changes faced by U.S. and Canadian agricuitural producers will be small. In Mexico, more
substantial price changes are expected. Inparticular, it is expected that M exican wage rates will increase,
producers of M exicanfruitsand vegetableswill see an increase intheir prices, Mexican livestock producers
will see a decrease in feed prices, and Mexican corn and sorghum producerswill face price declines.

NAFTA will aso liberalize investment opportunities, with the greatest changesexpected inM exico.
Changes in investment rules may encourage regional shifts in agricultural processing, which can contribute
to surface and groundwater pollution. AlthoughU.S.-Mexico border pollution has received considerable
attention, agriculture is not the predominart sector at theborder; current efforts to address border pollution
within NAFTA will have little effect onenvironmental problems associated with agricultural production and
processing.

Under NAFTA, exports of grains, oilseeds, and meats would account for nost U.S. export
expansion, while fruits and vegetables would account for alarge portion of the increase inMexican exports
to the United States. Although U.S. exports of some commodities would increase, U.S. output would
increase only dightly because exports to Mexico of those commodities constitute only a small portion of
totd U.S. crop production. On the other hand, Mexican imports and exports to the United States account
for a greater percentage of Mexican agricuitural production. Therefore, output adjustments for Mexican
agricuitural production woud be proportionately larger than changes expected for U.S. agriculture.

NAFTA isnot expected to produce any significant effects onthe structure of American agriculture
(i.e., concentration of production). NAFTA is likely to bring about some regonal production effects, and
anet overal expansionin U.S. agricutural exports.

Changes in environmental quality depend on changes in output and input use, not on changes in

trade flows. Increased agricuitural output can result in an increase in land under production, an increase
in totd agricultural chemical use (fertilizer and pesticides), and an increase in the intensity (per acre rate)
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of chemicals used. The degree to whichincreased land or chemical use affects resource quality depends
critically on such geographic and physical characterigtics as soil type, dope, weather, proximity to surface
and groundwater, and habitat sensitivity. Other, less direct, environmental impacts can occur through
changes in wage rates which affect land use and production patterns, and through changes in investment
rues which can influence technology transfer.

Inthe United States, chemical input use in grain production would increase slightly, with small net
increases in planted acreage expected under NAFTA. On the other hand, U.S. planted acreage of fruits
and vegetables would decrease slightly, leading to reductions in chemical inputs on those cropsand U.S.
dermand on limited water resources (although it is unlikely that this frut and vegetable acreage would be
completely idled; when possible, farmers would produce other commodities). Overall, there would be a
sl increaseintotd U.S. chemical input use.

More important from an environmental perspective are regional changes in chemical and land use:
chemical useincreasesareexpected in corn-producing states such as | llinois, I ndiana, lowa, and Nebraska.
Some portions of 1llinois, I ndiana, and | owaareconsidered highly vulnerable to groundwater contamination
frompesticides and nitrates.” Small increasesin chemical use are dso expected in wheat-producing areas
of Kansas and North Dakota and in sorghum-producing states such as Kansas, Nebraska and Texas.
These states are considered relatively less vulnerable to pesticide and nitrate leaching.’® Chemical use will
decline in Arizona, California and Florida, where fruits and vegetables are produced. Florida production
regions are considered highly vulnerable to contamination of groundwater by pesticides and nitrates.**

InMexico, lower cornand sorghumoutput will cause some areas to either come out of production,
shift into pasture, or shift into production of fruits and vegetables or other crops, suchas cotton. Thereis
not adequate informetionto predict resulting changesin chemical use inthese areas. The increase in other
crop production will offset some of the declines in chemical use in corn and sorghum. Consequently, if
there are environmental problems associated with chemical use and irrigation in frut and vegetable
production regons, they will continue. On the positive side, the effects of the recertly announced
liberalization of the Mexican corn market combined with higher wages will reduce the profitability of usng
margnd lands for crop production, reducing the potential for erosion, deforedtation, and loss of
biodiversty.

Consequently, although frut and vegetable production is expected to increase, production of other
chemical-using commodities, such as sorghum, is likely to dedline. In addition, because Mexico is
concurrently reducing subsidies for water and chemicals, farmers are expected to gpply fewer chemicals
and use water more efficiently, thus ameliorating any increase in input use due to increased output and
changesincarop mix. While total use may not change significantly, whet isimportart froman environmental
perspective is the intensity of chemical use in geographic areas wuinerable to chemical leaching.

Mexicanlivestock production under NAFTA islikely to regpond positively to lower imported feed
prices and to increased access to the U.S. market, which could expand Mexican cattle (cow/calf)
operations inthe northern statesand along the border (in areas with pasture or pasture potertial). Because
these operationsrely on pasturefor feed, currently cropped areas will potertially be cornverted to pasture.

®  Kellogg, Robert L., Margaret Maizel, and Don Goss. "Agricutural Chemical Use and Ground
Water Quality: Where are the Potential Problem Areas?' U.S. Department of Agricuture, Soll
Consearvation Service, Economic Research Service, Cooperative State Research Service, and
National Center for Resource Innovations. Decermber 1992.

10 1d.

1 Pettyjohn, Wayne A., Mark Savoca, and Dale Self. "Regional Assessment of Aquifer
V urerability and Sensitivity in the Conterminous United States.” Robert S. Kerr Environmental
Research Laboratory, Office of Research and Development, U.S. Environmental Protection

Agency.
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If input-intensive crop areas are replaced with properly managed pastureland, environmental gains can
result, because pasureland is relatively less environmentally degrading. But if forestland or margnal lands
are used for grazing, there could be negative environmental effects.

Canadian forestry issues also pose some specia problems. One such problem is that much of the
forested land in British Columbia is owned by the government, which sets stumpage fees for harvesting
timber on government-owned land which the United States Department of Commerce has determined to
represent an unfair subsidy to Canadian lumber.  Although the NAFTA will not affect stumpage fees per
se, under theNAFTA partieswill till be able to impose countervailing duties to offset subsidized imports
thet injure a domestic industry. Also, the Environmental Agreement's procedures for monitoring and
promoting environmental quality may encourage a reassessment of pricing of forest resources.

3. Transportation

By promoting economic growth and increased trade, NAFTA will heighten
transport-related environmental concerns such as congestion, noise, and emissions. However,
NAFTA also contains offsetting provisions that address the same concerns, such as opening
up cross-border trucking to avoid delays, and eliminating the need for inefficient "empty"
return trips, and risky transfers of hazardous cargoes at the border. All trucks operating in
the U.S. market will be required to meet U.S. safety standards. NAFTA also provides a
vehicle for upward harmonization of safety and emission standards through the work of the
Automotive Standards Council. Recently introduced efficiencies in rail links should facilitate
intermodal carriage and alleviate some of the added pressures on the trucking sector.

The NAFTA also provides specific customs administration proce dures to streamline
import and export procedures and to ease congestion at customs border points. This will
alleviate air pollution from vehicles in U.S.-Mexican border cities. NAFTA's Customs
Adminis tration provisions establish a Working Group, which will meet regularly to address
ways to facilitate trade flows, including harmonization of automation requirements and
documentation, and proposed administrative and operational changes.

Absent NAFTA, the environmental problems created by increasing border traffic
would continue to exist, but without some of the offsetting provisions of the transport chapter
of NAFTA, and without the promising work planned for transportation standards.

a. Trucking and road transport

NAFTA will liberdlize trucking, rail, and bus service between the United States and M exico,
thereby decreasing border congestion in a number of ways. First, it will allow trucks and railroads to
transport cargoes directly to their destination in both countries. For trucks, this means cutting idling time
and ending the need to switchtrailers at the border and return home empty.

Current Mexican law prohibits foreign-owned or operated motor carriers from doing business in
Mexico. Retaliatory U.S. law forbids new Interstate Commerce Commission ("ICC") grants of operating
authority to Mexican motor carriers wishing to operate in the United States, and limits Mexican motor
carrier operationsto | CC-defined commercial zonesalongthe U.S.-Mexican border. Thus, U.S. truckers
transporting goods to Mexico must now stop at the border and transfer cargo to Mexican carriers, and
Mexican carriers with cargo destined for points beyond the U.S. commercia zone must arrange for its
transfer to U.S. carriers. Despite these restrictions, truck traffic between Mexico and the United States
increased 42 percent from 1987 to 1990. In 1990, about 1.8 million commercia vehicles crossed the
U.S.-Mexico border. Between 70 and 80 percent of al U.S. trade with Mexico is carried by truck.

NAFTA provides that the United States and Mexico will alow trucks access to each other's

border states for the delivery and backhaul of cargo by January 1996. By 2000, all redtrictions on
cross-border trucking will be lifted. All cross-border charter and tour bus restrictions will be lifted in
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January 1994, when the Agreement goes into effect. By 1997, al restrictions on reguar routes in
scheduled operations will end.

Under NAFTA, Mexico will allow up to 49 percent Canadian and U.S. investment in carriers
established in Mexico to transport international cargo and in bus companies by 1996 and up to 51
investment percent by 2001. By 2004, Mexico will end all restrictions on foreign investment in truck and
bus companies except those related to truck service for the carriage of domestic cargo. Similarly, U.S.
redrictions on Mexican-owned or controlled subsidiaries inthe United States for transport of international
cargo willend by 1998. Redrictions on M exican-owned or cortrolled bus subsidiaries inthe United States
will be lifted in 2001.

NAFTA establishes a Land Transportation Standards Subcommittee to harnonize regulations
relating to bus, rall, truck and hazardous meterial transport. This group will continue on a trilateral basis
the work begun by the U.S.-Mexico Transportation Working Group.

Because NAFTA eiminatesthe need for cargo transfers at the border, a significant conponent of
cross-border traffic congestion will be reduced. NAFTA-generated increases in U.S.-Mexico trade,
however, will increase cross-border treffic. By 2000, upwards of 12 million trucks will cross the border
eachyear, accompanied by corregponding increasesin environmental problems stemming fromemissions
and noise.

Diesel fuel emissions include particulates and such gases as nitrogen oxides (NO, ), sulfur dioxide
(SO,), carbon monoxide (CO), ad ddehydes. NO, and SO, contribute to ozone formation and
formaldehyde is acarcinogen. New engines will reduce particulate enissions by 83 percent by 1994 and
NO, emissionsfrom5.0 to 4.0 grans per brake-horsepower hour by 1998. In addition, SO, contert of
U.S. highway-use diesel fudl is limited to 0.05 percent by weight. Mexican truck engines based on the
European 13-mode diesel emissions test offer a minimal level of emissions cortrol. Moreover, Mexican
diesdl fuel contains significantly more SO, than U.S. diesel.

If efforts under the North American Autonotive Standards Council, established by the NAFTA,
are successful in making fuel standards compatible, Mexico may adopt U.S.-type standards and test
procedures. Thiswoud meanthat Mexicantruck emissionswould be the same as U.S. trucks and the only
adverse air quality impact would comefromincreased traffic. However, if exiging Mexican standards are
not changed, Mexican vehicles operating in the United States would contribute more N O, and particulate
pollutants in the cities they transit. U.S. trucks operating with Mexican diesel fuel could experience a
degradation of emissions performance, as high sufur levels harmU.S. engine emissions treatment devices.

Cooperation among the NAFTA countries should eventually harmonize commercia vehicle
emissions, engine manufacturing, and fuel standards, significantly reducing associated ernvironmental
problens.

Because Mexican trucks are not now required to meet U.S. engine manufacturing standards that
reduce engine noise, larger numbers of Mexican trucks in the United States will increase associated noise
problems. NAFTA efforts to harnonize safety and ervironmenta standards are likely to lead to
improvementsin M exican trucks that would reduce noise enssions.

Althoughthe NAFTA includes a commitment fromthe United States, M exico and Canadato work
toward compatible technical and safety standards, it does not require the United States to change its size
and weight limits, or indeed any of its regulations applicable to motor carrier operations. Any future
changesinU.S. truck size and weight standards that might resut from this process must be consistent with
U.S. law. Curert U.S. requirements governing truck size and weight are statutory and can only be
changed by amending the relevant statutes. M oreover, truck safety sandardswill be enforced for Mexican
trucks operating in the United States in the same way thet they are enforced for U.S. trucks. Mexican
drivers and vehicles will be required to meet all federal standards for driver qualification, training and
licensing and for vehicle operations.
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b. Rail transport

Rail shipment produces far less air pollution, is safer per ton-mile of freight carried, and achieves
higher tor-miles per gallon than truck equipment used to carry the same commodities. The number of
northbourd railcars processed in the four U.S. Customs Districts on the M exican border increased from
approximetely 71,000 in 1986 to 116,000 in 1990. NAFTA will likely result in increased use of rail
movementsto carry trucks between the United States and M exico.

Although M exico'sFerrocarrilesNacionalesdeMexico ("FNM") is fully government-owned, U.S.
railroads are frequently permitted to carry cargo (with their own equipment) directly to Mexican
destinations. Plansare under way to expand the recertly-introduced double- stack container service which
has improved rail efficiency and reduced sone truck traffic.

NAFTA ensures that U.S. railroads and intermodal companies will be able to cortinue to take
advantage of gains mede through informal agreements with Mexico to market services, operate unit trains,
construct and ownterminals, and finance rail infrastructure. Mexico continues to reserve ownership and
operation of itsrail systemto its national railroad.

Most intermodal traffic moves by rail to the Mexican border and by truck within Mexico. The
NAFTA should encourage continued FNM improvementstointermodal handling and terminals in M exico.
More business will be routed over the FNM, limiting road congestion. U.S. railroads and other private
parties can participate in building intermodal facilitiesinMexico, aslong asthe facilities are not on railroad
property. Suchinvestment shouldincrease double-stack and other intermodal traffic, attracting more traffic
away frommotor carriers.

c. Hazardous material transport

Mexico isthe third largest U.S. trading partner in chemicals, after Japan and Canada. 1n1989,
6 percent of the U.S. chemical export trade, amounting to $2.2 billion, and almost 3 percent of the U.S.
chemical import trade, amounting to $582 million, was with Mexico. The vast magjority of hazardous
materials are shipped by truck. All Mexican shipments of hazardous meterials to the United States must
be in full compliance with U.S. regulations.

Currert redrictions in the movement of trucks across the border represert a significant
environmental problem.  The border transfer of hazardous meaterials from one truck to another is an
especially dangerous practice and an unnecessary environmental risk. NAFTA provisions diminatingthe
need for border cargo transferswill significantly reduce thisrisk. Inaddition, harmonization provisions of
the NAFTA specify that hazardous meterials regulations are to be addressed by 2000, six years after
NAFTA'simplementation.

Itisexpected that the NAFTA could increase the flow of hazardous meterials between the United
States and Mexico, but it is difficult to quantify the extent to which such growth will increase safety and
environmental risks. Certainly, the current safety record for hazardous meterias transportation along the
border is quite good. Since shipments must comply with U.S. hazardous meterials transportation
regulations, significant increases in accidentsinvaving hezardous meterials transportation are not expected.
Mexican regulations are not presently as stringent as those in effect in the United States, but Mexico is
planning to adopt regulations conpatible with and equivalent to those in effect in the United States and is
on a common timetable for adopting and implementing the U.N. international standards

d. Border infrastructure

Currently, U.S. Customs is increasing manpower resources at the Mexican border to handle
increased congestion and traffic flow problems. Most ports have added cargo hours of service ad
changed hours of service to handle peak seasons. Some local trucking arrangements now permit mutual
access, but at great cost to efficiency. In Laredo/Nuevo Laredo, for example, trucks from each country
may carry cargo across the border provided they return empty. There are also built-in delays thet result
fromproceduresthat are required for trucks to be cleared for entry into the United States. The problems
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related to truck access restrictions are conplicated by inspection agency staff limitations and a lack of
coordination between U.S. and Mexican Customs at some ports.

Absert improvements in traffic flow, increased commercid traffic resuting from increased
development coud contribute to existing congestion problems along the U.S.-Mexico border. To keep
pacewith traffic increases resuting fromincreased trade with M exico, the General Services Administration
Is working with the federal inspection agencies to conplete a $360 million project for improvement and
construction of facilities on the border, some associated with new bridges. Of this amount, almost $237
million will be spert at five ports that are expected to be most seriously affected by increased commercial
traffic. The project will provide for new Customs import inspection lotsand expanded primary inspection
lanes at Brownsville, El Paso, Otay Mesa, Nogales, and Calexico. Completely new border stations are
planned near Brownsville and Laredo in Texas; at Calexico, Andrade, and Tecate, in California; and at
Naco, Arizona.

The FNM and the Southern Pacific are planning a new international railroad bridge crossing
between El Paso and Juarez and a new integrated, multi-purpose, muiti-user switching yard, 12 miles
southeast of the Juarez in an industrial zone, to connect with the new bridge. 1n addition to improved rail
service and more efficient customs processing, the relocated combined facility should improve the
environment in the centers of El Paso and Juarez

Where such projects are federally funded, such as Customs facility improverments or expanded
highway access, or are the product of international negotiations, such asinternational bridges or new ports
of entry, federal environmental assessmentsare required, as well as state environmental impact assessments
for hignway and rail projects. Because of these safeguards, significant adverse environmental impacts can
be avoided, and there may be some importart environmental benefits resulting from construction of new
or improved infragtructure projects.

Border congestion is an increasingly serious problem that can have a detrimental effect on
environmental quality. Long lines of trucks waiting with engines idling to clear Customs on both sides of
the border can cortribute to air pollution problems at ports of entry. Two studies are being conducted to
address existing and potential congestion problenms under the Intermodal Surface Transportation Efficiency
Act, whichdirectsthe Secretary of Transportationto conduct studies related to cross-border transportation
withMexico. Section6015 requires that the Department identify existing and emerging trade corridors and
transportation subsystens that facilitate trade among the United States, Mexico, and Canada. Section
1089 requires a study of the feasibility of an international border highway discretionary programto fund
infrastructure improvements at border crossings. The studies are being directed by the Federal Highway
Administration through a supplemental $2.4 million appropriation to the federal-aid highway program

Taken together, the studies should result in recommendations designed to improve cross-border
traffic flow, thereby reducing congestion and resulting air quality problems.

4. U.S. Environmental Technology and Services

With the passage of NAFTA, Mexican demand for environmental technologies and
services will increase significantly, presenting substantial commercial opportunities for the
U.S. environmental technologies industry and creating high-wage jobs for American workers.
Implementation of NAFTA and the associated Environmental Agreement is expected to
increase considerably environmental spending in M exico -- from $2 billionin 1993 to well over
$3 billion by 1997.

Currertly, the United States exports $1 hillion in environmental services and technologies to
Mexico, accounting for approximately 60 percent of all Mexican importsin this field. This trade currently
supports about 27,000 jobs in the United States.

I ncreased demand for environmental goods and servicesin Mexico will tranglate directly into rising
numbers of high-wage jobs for American workers in the environmental sector. These jobs will be

79



TheNAFTA: Repat onBrvironnantd Issues SionV

generated due to increases in totd Mexican environmental expenditures, nore open bilateral trade, a
codified M exican commitment to the environment, increased financial resources and U.S.-Mexicanborder
Ccleanup inttiatives.

By 1997, NAFTA is projected to double the number of U.S. jobs related to M exico's growing
environmental market, from over 27,000 based on current export figures, to 58,000 based on export
projections of nearly $2.7 hillion. By the year 2000, estimetes are that NAFTA could increase U.S.
exports of environmental goods and services to an estimated total of $3.8 billion. A total of 42,000 jobs
are estimated to be generated nationwide dueto NAFTA in activities related to those increased exports.
The additional environmental exports will improve the earning potertial of these U.S. workers since, on
average, export-related jobs pay amost one-fifth more than other Anerican jobs.
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C. EFFECTS ON U.S. ENVIRONMENTAL LAWS

Much of the concern about NAFTA and the environment has focused on whether
NAFTA will undermine the ability of the U.S. government and the states to establish and
enforce their environmental, health, and safety laws. In fact, far from weakening
environmental, health, and safety measures, the NAFTA and the supplemental agree ments
affirmatively encourage the three countries to improve standards and strengthen
enforcement.

This section addresses NAFTA's effects on U.S. (both federd and state) ervironmental laws,
indudingthe likelihood of "upward harmonization” of those laws; how NAFTA handles challengesto U.S.
environmental laws as trade barriers, questions of preemption; the relationship between NAFTA and
international environmental agreementsand U.S. lawsimplementingthose agreements; NAFTA's treatment
of process and production methods issues ("PPMs"); and NAFTA's effect on "green procurement”
requirements.

1. Levels of Environmental Protection and Harmonization of Standards

Asdescribed morefully in Section11.A, NAFTA contains explicit provisionsthet protect the United
States right to determine those levels of environmental protection it considers appropriate, and ensure thet
harmonization of standards between the U.S., Canada, and Mexico will not lead to a lowering of those
standards.

Some fears have been expressed that NAFTA will require the United States to lower its tougher
standardsto conformto international nornms. To the contrary, the NAFTA specifically states that countries
are free to use more stringent standards than the internetional standards. Moreover, both Chapters 7 ard
9 also cortain provisions recognizing each country's rights to set the level of protection of human, animél,
or plart life or health it considers appropriate.

The Environmental Agreement provides further insurance against aweakening of U.S. standards,
explicitly stating that each courtry is free to determine its own levels of environmental and labor protection
for its citizens and committing the parties to work to improve their ervironmental laws. Article 3 of the
Environmental Agreement comnits each government to "ensure that its laws and regulations provide for
high levels of environmental protection” and to "strive to cortinue to improve those laws and regulations.”
At the same time, Article 3 explicitly recognizes "the right of each Party to edablish its own levels of
domestic environmental protection and environmental development policies and priorities, and to adopt or
modify accordingly its environmental laws and regulations.”

In addition, the Commission for Environmental Cooperation has as a mgjor component of its
workplan the strengthening of “"cooperation on the development and continuing improvement of
environmental lavs and regulaions’ through promoting information exchanges and developing
recommendations on how to increase compatibility of standards"without reducing levels of environmental
protection” (Env. Article 10.3).
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2. NAFTA's Requirements for Sanitary and Phytosanitary Measures and Standards-
Related Measures, and Their Relationship to Environmental Laws

Certain concerns have beenraised often enough to warrant a detailed explanation of NAFTA's
provisons designed to ensure that governments in enacting environmental, health, or safety standards do
not create unfar barriersto trade, and why it would be difficuit to challenge U.S. environmental measures
using those provisions.

While grarting the federa government and the states broad discretion to set their own
environmental, health and safety standards, NAFTA does require governments to meet certain elementary
requirements when applying lawvs and regulaions to achieve the government's chosen levels of protection,
in order to safeguard against trade protectionismdisguised as a health regulation. Asdiscussed in Section
[I.A, the NAFTA requires that sanitary or phytosanitary measures -- "SPS* measures, those measures
related to agricultural pests and disease and contamination in food -- have a sciertific basis and be based
on a risk assessment appropriate to the circunmstances (Article 712.3). It also requires thet standards-
related measures ("SRMS") treat the goods of another NAFTA party in a non-discriminatory manner
(Article 904.3).

Asaninitial metter, it should be noted that very few U.S. environmental laws and regulations would
ever meet the initial threshold criteria that could subject them to chellenge under NAFTA. While some
importart environmental health and safety laws are SPS measures as defined in Chapter Seven, or
standards-related measuresas defined in Chapter Nine, most provisions of the key federal pollutioncortrol
laws -- e.g., the Clean Air Act, the CleanWater Act, and the Resources Conservation and Recovery Act
-- and their state-level counterpartsarenot. (Exceptionsinclude the autonobile emission control provisions
of the Clean Air Act.) These pollution control laws are largely focused on controlling pollution from
stationary facilities located withinthe United States. They do not set requirements with any direct bearing
ontrade ingoods or services. Secord, it should be noted that U.S. systems for SPSand standards-related
measures are not protectionist and already conformto the NAFTA disciplines.

Challenges to sanitary and phytosanitary measures. Thereisconcernthat the scientific basis
requirement for SPS measureswill lead to challengesto U.S. environmental measures, and thet challenges
to such measures coud prevail in a duel of competing sciertific expertise. Thisis not the case. Theterm
"sciertific’ is not separaely defined in the NAFTA text. Accordingly, under general principles of
international law, the term scierttific is to be interpreted in good faith, usingits ordinary meaning in context
andulg the Ilight of the object and purpose of the NAFTA. Consequently, the ordinary dictionary meaning
woud apply.

Itisclear that under the NAFTA, the requirement thet measures be based on "sciertific principles’
and not be meintained "where thereis no longer a scientific basis' do not enable dispute settlement panels
to subgtitute their sciertificjudgment for that of the government maintaining the SPS measure. The question
for the NAFTA panel is whether the government maintaining the SPS measure has "a scientific basis' for
the measure. "Scientific basis' is defined in Article 724 as "areasonbased on data or informetion derived
using scientific methods."

The question will not bewhether themeasureis based onthe "best” science or the "preponderance”
of science or whether there was conflicting science. The question is only whether the government
maintaining the measure has a sciertific basisfor it. The NAFTA SPS text recognizesthet there is seldom,
if ever, scientific certainty and consequertly any scientific determination may require a judgment among
differing scientific opinions. The NAFTA preserves the ability of governments to continue to make those
judgments.

Concerns have also been raised that Article 712.3's requirement that sanitary and phytosanitary
measures be based on "a risk assessmert, as appropriate to the circumstances,” opens environmental
measuresto challenge, including on grounds thet state and local entitieslack adequate resources to conduct
risk assessments for all the measuresthey promugate. Article 712.3 does not specify that the government
adopting, maintaining, or applying the measuremust conduct therisk assessment itself. For example, a state
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government could rely on a risk assessment conducted by the federal government, another State
governmert, or a competent international organization.

In addition, the NAFTA requires each party to ensure thet any SPS measure thet it adopts is
applied only to the extert necessary to achieve its appropriate level of protection, taking into account
technica and economic feasibility. NAFTA's opponents have argued that the use of the term "necessary”
in the text actually means "least trade restrictive.” Thisis not true. The NAFTA's negotiators specifically
discussed whether there should be a "least trade restrictive” test in the NAFTA, and all three countries
agreed that this obligation woud not be included. Rather, the NAFTA uses "necessary” to address how
a hedlthlaw or regulation thet isin placeis applied. It does not address the vadidity of the underlying hedlth
law or regulation, or the level of protection afforded by thoselaws. Asisthe case with"scientific,” theterm
"necessary" is to be givenits ordinary meaning in light of the context.

Challenges to standards-related measures. AswithSPSmeasures, concernshavebeenraised
that NAFTA will allow challenges to U.S. environmental standards-related measures, and thet gandards
harmonization will resuit in lower levels of protection.

The provisions of Chapter Nine were specifically negotiated to be clear that there would be no
"dowrward harmonization” of standards-related measures (that is, SRMs are not required to be
"harmonized” down to the lowest common denominator). While governments are required to use
international standards as "a basis’ (but by no means necessarily the only basis) for their standards-related
measures, Article 905.1 explicitly states thet thisisto be done only where the international standard would
be an effective and appropriate means to fulfill the government's legitimate objectives. Article 905.3 aso
explicitly provides that nothing in this requirement "shall be construed to prevert a Party, in pursuing its
legtimete obj ectives, fromadopting, mantaining or applying any standards-related measure thet resuts in
ahigher level of protectionthanwoud be achieved if the measure were based on the relevant international
standard.”

Article906 on equivalence does not reguire that the United States change any particular standards-
related measure. Instead, Chapter Nine creates aprocess by which the three NAFTA governments can
try to reach greater compatibility of standards-related measures among their countries, but that does not
requre the United States to agree to any particular change in any U.S. standards-related measures.
Moreover, Article 906.2 makes it explicit that the NAFTA countries SRM s are to be made compatible
"[w]ithout reducing the level of safety or of protection of human, animal or plant life or hedlth, the
environment or consumers.”

Nothingin the NAFTA reduces safety standards in the United States or precludes the countries
fromissuing new regulations as needed. For example, M exican and Canadian motor carriers operating in
the United States must continue to conformto all federal and relevart state operating standards for vehicles
and drivers.

Further protection for U.S. environmental measures is provided in Atticle 904. Under Article
904.4, no NAFTA country maey adopt, maintain or apply a standards- related measure thet would create
an "unnecessary obstacle to trade between the Parties." Atrticle 904 specifically provides, however, that
measures whose demonstrable purpose is to achieve a legitimate objective, and that do not operate to
exclude goods of another NAFTA country that meet that obj ective, do not create unnecessary obstacles
to trade. "Legtimate objective]s]" are defined in Article 915 to include environmental protection and
sustainabledevelopmernt. For example, non-discriminatory appliance energy efficiency requirementswould
have such legitimate objectives.

It also bears noting thet in Article 903, the NAFTA courtries affirm their exiging rights and
obligations under other international agreements, including environmental and conservation agreements, to
whichthe NAFTA countries are party.

3. Relationship of NAFTA to State and Local Laws
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From the beginning of the NAFTA negotiations, a fundamental objective of U.S. policy was to
ensurethattheN AFTA did not reault inlowering U.S. health, safety,and environmental standards, including
state and local measures. The NAFTA secured thet objective.

The NAFTA does not impede the ability of statesto provide environmental and health protection
for their citizens. Indeed, the NAFTA will in no way diminish or impair the congtitutional and legal rights
of state and local governments to adopt, maintain, or apply measures to protect public health and the
environmen.

TheNAFTA does generally apply to state measures, providing for state measuresto enjoy the
same rights and meet the same obligations as for federal government measures, such asnon-discrimnatory
treatment of imported goods and publication of laws and regulations. The federd government in each of
the three NAFTA countries is fully accountable for any state or provincia measures covered by the
Agreement (Article 105). Thisprovisionis drawn virtudly verbatimfromthe United States-Canada Free-
Trade Agreement ("CFTA"), which has beenin force snce 1989.

Nothinginthe NAFTA autometically preempts state law. For thosefew areaswhere the NAFTA
negotiators considered that state measuresmight infact be inconsistert with the NAFTA (investment and
sarvices provisons), the NAFTA provides a procedure for grandfathering such measures. Thet is, if the
procedures are followed, those non-conforming state measures in the investment and services areas will
be exempted fromNAFTA's obligations.

State and local SPS measures and SRMs. Chapter Seven on SPS applies to state and local
sanitary and phytosanitary measures in most respects. But it does so not by mandating compliance with
federd law but by requiring thet state and local sanitary and phytosanitary measures conply with the rues
st outinthe NAFTA. Just asthe federal government will be free to mantainor change its laws, subject
to NAFTA rules, so will state and local governments.

The NAFTA is drafted as a set of prohibitions. Unlessthe NAFTA prohibits a certain type of
measure or practice, a NAFTA country is free to maintain or impose it.  Since nothing in the NAFTA
precludes states from maintaining or adopting sanitary and phytosanitary measures that are higher than
federd sanitary and phytosanitary measures, they will continue to have the right to do so.

The NAFTA negotiators specifically used the plural "levels® in Article 712.2, whichtalksin terms
of eachNAFTA government's right to set the levels of protectionthet it seesfit, in part in order to account
for thefact that each NAFTA country may have amultiplicity of levels due to differences among the states
and between the states and federal government.

Challenges to state standards. It is the practice of the federal government to notify state
governments directly and promptly yoon learning that another government intends to chalenge a state
measure, including an environmental law, under the dispute settlement proceduresof our international trade
agreements.  This practice will continue under the NAFTA.

The NAFTA dispute settlement procedures are the avenue for formal government challenges
againd a state measure. Those procedures are detailed in Chapter 20 of the NAFTA. These indude
consultations between the countries involved, recourse to the good offices of the NAFTA Trade
Commission and, if no settlement can be reached, referral of the matter to non-binding arbitration.

In addition, there are anumber of other proceduresavailableto try to resolve disputes over either
date or federd measures. For example, the NAFTA establishes trinational committees to facilitate
consultations and avoid or settle disputesregarding standards. In the case of agricultural and food safety
standards, the countries concerned may also have recourse to the good offices of relevart international
organizations for purposes of resolving their differences.
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As is the case under existing international trade agreements, USTR will work closely with state
government representatives at al stages of adispute settlement proceeding in preparing the defense of any
date measure challenged under the NAFTA.

State and local compliance with NAFTA's obligations. Article 105 of the NAFTA requires
each country to take "dl necessary measures' to ensure that state and provincial governments observe
those provisions of the agreement thet apply to them. This language is drawn directly from the U.S.-
Canada Free Trade Agreement, which has beenin effect since 1989. It simply reflects an understanding
among the three countries that they intend to apply the agreement equdly at the federal and statelevel, with
exceptionsto that general rule in certain areas. This language is not mearnt to suggest -- and has not been
interpreted under the CFTA to mean -- that Sate or provincial regulation must conform with federal
standards

Concernshave beenraised that Article 105 somehow interferes with our states' ability to maintain
measures to protect public health or the environment.  Article 105, and any measures taken thereunder to
secure observance by state and local governments of provisions of the NAFTA, will in no way diminish
or impair the constitutional and legal rights of state and local governments to adopt, maintain, or apply
measures to protect public health and the environment.

The implementation of Article 105, and the precise legal relationship betweenthe NAFTA and a
courtry's domestic law, isametter for each participating government to decide. Nothing inthe NAFTA
requiresthe federal government to take legal action against state measures that NAFTA dispute settlement
panels may determine to be inconsistent with trade obligations. Under the NAFTA, panel opinions are
advisory only. |f the defending country loses, it is not required to remove or change the offending measure.
It may offer trade compensation instead or permit the other courtry to take retaliatory action of equivalent
effect.

Ashasbeenthe case under the GATT, inthose rare instances where state rulesmay be successfully
challenged under the NAFTA, the federal government will work cooperatively with the states to seek a
satisfactory resolution of thematter. Under the NAFTA, each courtry will retain full discretion, under its
own political and legal system, to determine how to satisfy its trade obligations.

Moreover, Atticle 105 does not applyto the NAFTA's Chapter 9 provisions on standards-related
measures (Article 902.1). Instead, Article 901.2 provides that NAFTA governments will "seek, through
appropriate measures, to ensure observance” of Chapter Nine's provisions by state and local governments.

For further discussion of federal- state issuesand the NAFTA, see Chapters 1, 7, 9, and 22 of the
Statement of Administrative Action.

4. Measures Implementing International Environmental Agreements

Asdiscussed in Section I1.A above, NAFTA has provisons explicitly gvingthe trade provisions
in certain internationa environmental agreements precedence over conflicting NAFTA obligations, and
provides amechanism for adding other agreementsto those ligted in Article 104 and Annex 104.1. This
procedure for amending Article 104 is an ongoing process, to respond to changes in international
environmental and conservation law and to provide greeter clarity of the NAFTA's relationship to other
environmental and conservation agreements.  To this end, the Administration has aready obtained
commitments fromMexico and Canada to modify Article 104, upon entry into force of the NAFTA, to
indude the Convertion Between the United States of America and the United M exican States for the
Protection of Migratory Birds and Game Mammals, and the Convention on the Protection of Migratory
Birds(U.S.-Canada). The Administration intends to pursue further discussions with Mexico and Canada
to add other agreementsto Annex 104.1.

There is some concern that international environmentd agreemerts that are not listed, or U.S.
measures implementing our obligations under such agreements, are threatened by NAFTA. Suchis not
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likely to be the case. There is unlikely to be any conflict betweenthese obligationsand the NAFTA. For
instance, the NAFTA, in Article 2101, incorporates the general exceptions to the General Agreement on
Tariffs and Trade ("GATT"). These exceptions generally provide for measures to protect human, animal
or plant life or healthas well as for measures relating to the conservation of exhaustible natural resources.
The NAFTA countries agree, inArticle 2101, that measures necessary to protect human, animal, or plant
life or health include environmental measures and that exhaustible natural resources include bothlivingand
non-living resources. U.S. measures takento implement international environmental agreements are likely
to fall within these exceptions, whether or not listed in Article 104.

5. Processes and Production M ethods

Another frequently expressed concern with NAFTA is thet it threatens U.S. laws thet restrict
market accessto productsthat are produced inaway that harmsthe environment or human health (process
and production method measures, or "PPMS”).

The NAFTA doesnot change U.S. ahility to implement these laws. Rather, itsimplementationwill
facilitate resolution of these PPM issues. Consideration of PPMSs is a high priority for the Urited States
in carrying out the work plan for the Courcil under the North American Agreement on Environmental
Cooperation. This involves very complex, and often sensitive, questions of how to address any
environmental effects of productsdueto the processesor production methods associated withthem. These
questions include how the product was harvested, how it was processed, and what effects its production,
consumption, storage or disposal will have on the environmert.

These questions are of a gobal nature, not limited just to North Anmerica. Therefore, while the
Administrationis committed to taking themup with Canadaand Mexico in the context of the NAFTA and
the Environmental Agreement, a broader dialogue is also needed. Indeed, preparatory discussions are
currently under way inthe Organizationfor Economic Cooperation and Development ("OECD") to develop
a sound analysis of PPM s, with active U.S. involverment in those discussions.

Another important step will be to engage the GATT, begiming with a post-Uruguay Round
workprogramon the environment, which the Administration will be working to launch at the conclusion of
the Uruguay Round. This work is expected to include a thorough examination of the adequacy of the
GATT's substartive rules as they relate to PPMs. The United States' objective will be to ensure that
countries are able to effectively address environmental objectives while not providing ameansfor arbitrary
limits on trade.

In sum, while NAFTA and the side agreementsdo not solve the issue of PPMs, U.S. participation
in these institutions will facilitate its resolution.
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6. NAFTA and "Green'" Procurement

Some have argued that the NAFTA congtrainsthe ability of governmentsto pursue "green procurement”
policies -- areference, for example, to recycling provisions found incertain U.S. government procurement
specifications. This is not the case as long as such provisions have not been established to discrininate
againd products imported from the other NAFTA parties. Furthernore, NAFTA's government
procurement provisions in no way discourage procurement policies designed to encourage development
of clean technologies or energy efficiency.

Chapter 10 deals with questions relating to government procurement.  Article 1007 spells out the
disciplines applicable to technical specifications for government procurement cortracts. Technical
specifications shoud not be used to create unnecessary obstaclesto trade and should, where appropriate,
be specified in terms of performance criteria rather than design or descriptive characteristics. Technical
specifications are defined in Article 1025 to "mean specifications whichlay downthe goods' characteristics
or their related process and production methods."”
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VI. SPECIFIC ENVIRONMENTAL EFFECTS

INTRODUCTION AND SUMM ARY

Three agreements -- the NAFTA, the Environmental Agreement, and the Border Environmental
Cooperation Agreemert -- should be considered as part of anintegrated approach toenvironmental issues
if the NAFTA is approved. Section V reviews the potentia consequences for the environment of the
NAFTA and the two related agreements from a national, macro-economic perspective. This section
addresses more specific concerns: What effects are the NAFTA and the side agreemerts likely to have
inspecific areas and on specific aspects of the environment? Since the U.S.- Mexico border regonisan
area where a substantial amount of trade-related economic activity aready occurs and will continue to
expand -- with or without the NAFTA - - and because many serious environmental problems are already
occurring in this region, this section will tend to focus on environmental effects in the border regon.

It should be emphasized that current conditions along the border result from the existing economic
and political relationship between the United Statesand Mexico; they are not theresult of NAFTA, which
hasyet to comeinto effect. TheClintonAdministration and the administration of M exican President Salinas
acknowledge that serious environmental problems exist in both countries, and are committed to addressing
those problems. The importarnt question thet remainsis: Are prospects for environmental protection and
improvement better with the NAFTA or without it? This section demonstrates that implementation of
NAFTA will expand the public and privateresourcesfor pollution control and other environmentd efforts
and disperse industrial development away fromthe border regon.

The border region. Theland border betweenthe United States and M exico extends slightly over
2,000 miles, fromthe mouth of the Rio Grande near Brownsville, Texas and Matamoros, Tamaulipas on
the Guif of Mexico to San Diego, California and Tijuana, Baja California on the Pacific coast. The vast
portion of the 250,000 square mile border areais a lightly populated desert or semi-desert. 1ts 10 million
inhabitarts -- 3 million in the United States, 7 millioninMexico -- live manly ina number of "Sister Cities'
across the border from each other.

Rapid population growthinthe border areain the last 20 years has para leled the expansion of the
menufacturingand commercia base of the border cities in both countries, including the maquiladora plants
in Mexico. With or without the NAFTA, population growthand economic development are expected to
continue in the border region, and such growth and development will have environmental effects. Those
effects deserve particuar attention given the fragle, and in some places dready stressed or degraded,
nature of the ecosystens in the water-short desert areas.

Air quality. While air quality in much of the predominantly rural border region is good, the large
Sigter- City metropolitan areas suffer from poor air quality. The two largest U.S. border cities, San Diego
and El Paso, do not yet attainall U.S. ambient air quaity standards. Visibility isanother air quality concern;
U.S. National Park Service monitoring shows frequent degraded visibility in many park aress of the
Southwest.

Whether or not NAFTA isapproved, the upward trend in emissions will continue unless significant
changes in socio-economic conditions or government pollution control programs occur.  The sources of
the upward tendency are easy to identify: factories will continue to be bult onboth sides of the border, and
populations will cortinue to increase, adding more cars and homes. The socio-economic and legal
correctiveresponses arelessclear. Inthe absence of NAFTA, it is possible thet the M exican government
would not meet the current and projected levels of SEDESOL investment in air pollution control in the
border areaand might devote fewer resources to cooperation with EPA to improve border air quality. If
this wereto happen, composite Mexican border emission increases could be inthe significant to profound

range.
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With NAFTA implementation, on the other hand, it is reasonable to assume that Mexico will
continue its aggressive border clean-up, asoutlined in the U.S.-Mexico Border Planand its successor, the
Border Action Program  With an active Mexican air pollution control program, changes in emissions on
the M exican side of the border could rangefromaslight decrease to possible emissions increases that could
be substartial at the highest industrial growth projections.  Thus, without NAFTA Mexican border
emissions affecting the U.S. may well be higher -- and perhaps substantialy higher -- than with NAFTA.

Water quality and supply. Water issues are anong the most critical environmental problemin
the border area. Most of thelarger communities along the U.S.- Mexico border obtaintheir drinking water
from surface supplies, including the Rio Grande (Rio Bravo) and the Colorado River. Marny plant and
anmal comnunties depend on fresh water in both the permanent rivers and the many intermittert streams.

Water supply presents a constant challenge in the arid and semi-arid conditions thet prevall
throughout the border area. Anple supplies of fresh water are essertial for agriculture, for business and
industry, for area residents, and for the plants and animals that inhaebit water- dependent ecosystens in the
regon. Anissue of critical importance in this regard is the need to assure adeguate and safe supplies of
drinking water to arearesdents, particularly inthe unincorporated settlementsthat have sprung up on both
sdes of the border.

Pollution of surface water and groundwater isa s gnificant environmental problemat thistimein the
border area The sources of the pollutioninclude urtreated or inadequiately treated domestic sewage and
industrial wastewater, cortamination from surface run-off, and contamination frommineral salts, fertilizers,
and pesticides inirrigation return flows.

Without NAFTA, there coud be some difficulty in sustaining, muchlessincreasing, thecurrent level
of cooperation between the United States and Mexico in providing and regulating water quality-related
facilities. Existing prograns and some new initiatives for water pollution cortrol in Mexico would
presumably move forward even without NAFTA, but a substantid gap would remain between the
projected needs and the financing that would be available without the NAFTA. A study for the
International Boundary and Water Commission, for exanple, idertified a dozen high-priority major
wadewater treatment projects needed in the border area. With the NAFTA and the infusion of new
financing support through the North A merican Development Bank that would be established, the prospects
for desgning and constructing these facilities quickly will be substartially improved.

Solid and hazardous waste. The effective management of hazardous waste generated in or
disposed of in the border region has been a priority concern for the United States and Mexico in recent
years. Under Annex 11 to the 1983 LaPaz Agreement, most hazardous wastes generated by mequiladora
facilities must be returned to the United States for disposal in a manner consistert with RCRA and other
U.S. requirements. A Mexican presidential decree also prohibits theimportation of hazardous wastes for
disposal fromthe United States or other countries.

Data suggest that the current levels of hezardous wage entering the United States from
maguiladorasinM exico do not haveasignificart effect on capacity needs for hazardous waste management
facilities in the border area or in the reg of the United States. Increased generation of wages in either
country could lead to increased capacity demand in the United States. Increased erforcement efforts by
both countries with respect to mequiladoras may also lead to an increaseinthe return of hazardous wastes
to the United States from the border facilities.

While the impacts of NAFTA on hazardous waste management do not appear to be significant,
the impactsin the absence of NAFTA could well be substantia. Without the NAFTA, thetrade benefits
of the maquiladora program will continue to encourage location of facilities along the Mexican border.
These facilities will continue to generate hazardous wastes that must be transported back to the United
States for management. Thus, without NAFTA the United States will face an increasing demand for
capacity to dispose of hazardous wastes generated in the maquiladora factories.
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With the NAFTA, however, there will be a Border Action Programand a Border Environment
Cooperation Agreement that will help develop and control waste management facilitiesin the border area.
These programs would provide significant investment incentives for improvement of the environment inthe
border area and facilitate cooperative efforts to develop and implement an effective M exican hazardous

waste managemernt program

Public health and food safety. From the regulatory perspective of the Food and Drug
Administration ("FDA"), the no-NAFTA scenario should have no mgjor effect on current FDA operations
to monitor the food imports dong the border. In estimating the implications for health in border
communities, however, the no-NAFTA projection is less optimistic.

Whether or not NAFTA is approved, it is presumed that additional development will continue to
takeplace onthe Mexican side of the border, with the concomitart increase in migration fromthe interior
of Mexico to the border. Environmenta pollution will continue to be concentrated in existing highly
populated corridors and the stresses on the infrastructure and services on both sides of the border will
continue. Despite the current level of effort by U.S. and M exican authorities to provide more sanitation,
potable water services and basic healthcare, alarger absolute number of people remain without adequate
services. The key infectious diseasesare expected to rermain mgjor problems at the same incidence levels;
deteriorating sanitation and water supplies could result in cholera outbreaksin border communities which,
thus far, have not occurred. Measleswill probably continue to decrease as M exico vigoroudly implements
childhood immunization campaigns, but chronic diseases will increase slowly withthe populationincrease
and the absence of resources for effective prevention campaigns.

Without Mexico's commitment under NAFTA and the Environmental Agreemernt to greater
emphasis on environmental enforcement, the environmental health issues could increase, particularly for
victims of surface water and groundwater pollution. Health problems ranging from bacterid infections to
toxic effects fromhazardous waste could also increase. Health and environmental resourcesare currertly
inadequate on both sdes of the border and can be expected to remain so without NAFTA.

Wildlife and endangered species. There are many areas on both sides of the international
border where wildlife habitat (including wetlands) isunder pressureasareault of increased industrialization,
infrastructure development, and agricultura development. For instance, it is estimated that ninety-five
percert of the lower Rio Grande valley's native habitat on the U.S. side of the border has been lost to
agricuitural and other development, and wildlife inthe arealis considered to be severely threatened. There
are also significant adverse effects to endangered and threatened speciesinthe border area due to activities
affecting habitat on both sides of the U.S.-Mexico border.

The increase in trade and corresponding agricuitural, industrial, and commercial development
pressures asa resut of NAFTA could resut in a short-termincrease in adverse impacts such as use ad
pollution of aready stressed water resources, and further encroachment on wildlife habitat. Such stresses
arelikely to decrease inthe long-term, however, due to joint cooperation and funding of actions as aresut
of NAFTA toresolveenvironmental problems. Moreover, if NAFTA resultsingeographical divergfication
of investment and industrial growth in Mexico, developmental impacts on wildlife habitat (induding
wetlands) and biodiversity should stabilize, thus providing an opporturity to improve existing conditions
along the border to the benefit of both courtries. Long-term positive benefits woud be more dramatic on
the Mexican side of the border than in the United States. The net long-term effect on wildlife habitat and
biodiversty could be slightly positive.

NAFTA could also promote moderate positive, long-term benefits to threatened and endangered
species on both sides of the border, through increased cooperation, joint efforts, environmental education,
training, and public outreach. Many species could benefit from these efforts, including the Sonoran
pronghorn antelope and desert tortoise.

If NAFTA isnot implemented, the maquiladoras woud cortinue to be concentrated inthe border
areas, thus exacerbating environmental conditions on the border, such as loss of hebitat, adverse impacts
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to endangered and threatened species, and reductions in groundwater levels. Many of the increased
opportunities for cooperation, training and enforcement of wildlife protection laws would be lost.

The border area has beenand remains a growing regon of legal and illegal commercial plant and
wildlife traffic for which detection and apprehension of illicit commerce is increasingly difficult. The
increased flow of goods between the United States and Mexico under NAFTA will require increased law
enforcement capability to address an expected increase in legd and illegd wildlife importation and
commerce of wildlife products.

Actions to address the problem of increased trade are under way. 1n 1991, Mexico became a
member nation of CITES, through which the two courtries have begun to work nmore closely to increase
wildlife enforcement along the border. Under the Environmental Agreement, all three countries are
encouraged towork moreclosely onlaw erforcement, training, and educational projects. Thenet long-term
effect should be reduced illegal trade, and thus, slight to moderateincreased protection of endangered and
threatened species.

Fisheries. All three NAFTA courtries manege marine fisheries within exclusive economic zones
200 miles fromthelr coasts. Since obligations derived from fishery management laws are excluded from
the dispute resolution provisions of the NAFTA Environmental Agreement, challenges to the fishery
management regime of each country will not occur under the NAFTA.

Some fishery resources span or migrate across borders. While cooperation in the management of
fisheries has been steadily increasing, particularly with Canada, the commitment to cooperation and mutuel
economic benefit nNAFTA supports anaccelerationof coordinationand exchange of dataand informetion
useful to each country's fishery management system The United States believes in managing fisheries
throughout their range. The enhanced cooperative atmosphere under NAFTA and the Environmental
Agreement will facilitate that approach and the qudity of fishery management decision meking affecting
stocks of mutua interest.

Commercial exploitation of fishery resources will continue to be by nationd fleets. NAFTA will
not lead to aninflux of commercial fishing vessels from one country fishing in another's economic zone. The
main source of new fishing pressure may come fromincreased tourismand associated recreational fishing.

The performance of the Mexican tuna fleet in reducing dolphin mortalities has improved
drametically because Mexico has domestically implemented dolphin conservation measures for its fleet.
Mexico'sprogresswithrespect to conservation of seaturtles has also beennoteworthy. Mexico has since
1991 implemented and enforced enhanced provisions to protect sea turtles caught incidentally in its
shrimp-trawl fishery.

NAFTA has provided the incentive for many significant changesin Mexico's conservation policies,
whichwill be further reinforced by the Environmental Agreement'scooperativeactivities. WithoutNAFTA,
current bilateral consultations will continue, but without the improved atmosphere and high-level attertion
thet the Environmental Agreement provides.

Forests, parks and rangelands. Mexican forest resources are animportart national and global
resource. Mexico rarks severth in tropical fores area. Deforedtation in Mexico is therefore a mgjor
environmental concern. Although the agricultural land use patterns and economic conditions thet underlie
most deforestation will likely continue regardless of the NAFTA, NAFTA could slow the rate of
deforegation somewhet by facilitating a general increasein wagerates and anincreaseinaternative sources
of productive employment. If the NAFTA is not implemented, it is unclear what aternate mechanismsto
reduce deforegtation could be applied.

The U.S. National Park System already faces pressures on its resourcesin the border areafrom
increasesin cross border transportation, increased popuationsettlement withsome additional industria site
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development at or near the border, consequent decreased water quality, and further loss of cutural
resources. Similar pressures confront Mexican park areas and their newly-created biological reserves.

Developmental pressures are expected to continue with or without the NAFTA, but direct public
use and demands on public lands are likely to be at somewhet lower levelswithout the NAFTA. Withthe
NAFTA, however, the level of long-term adverseimpactsto park resources may be slightly reduced due
to greater joint coordination and cooperation between U.S. and Mexican environmental agencies.

Only minor impacts are expected to public rangelands dong the U.S. border withimplementation
of NAFTA. Other public lands along the border are aready receiving ever-increasing amounts of
recreational use. Generally, recreational users of public land are providing a much needed economic boost
to the small communities on both sides of the border. NAFTA wiill cause little change in these trends.

Conclusion. The current environmental situation and trends for the future pose a seriouschallenge
to the governments and citizens of both M exico and theUnited States. They clearly call for the commitment
of new resources to correct currert conditions and properly manage future growth and development.
While estimates of the cost to meet environmental needs in the border area vary widely accordingto the
breadth of the prograns envisioned, a figure of approximately $8 billion over the next ten years provides
a reasonable benchmark.

New resourcesaonewill not protect the environment. Private and public programs and indtitutions
to channel and supplement those funds, to provide legal and administrative support, and to address
changing circumstances are also essentid to thetask. Some programs and institutions are already in place,
such as the cooperation between the two federal governments through such mechanisms as the La Paz
agreement and the I nternational Boundary and Water Commission. Clearly, however, abroader and more
intensive focus on environmental problems calsfor new intiatives and new inditutions. TheNAFTA, the
Environmental Agreement, and the Border Environmental Cooperation Agreement are the kinds of
initiatives required.
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A. PRODUCT STANDARDS, PESTICIDES, AND FOOD SAFETY

NAFTA's provisions ensure that the ability of the United States to establish and
enforce its food safety and pesticide standards will be maintained and that the integrity of
U.S. regulatory processes will be fully respected. Through the NAFTA and the Environmental
Agreement, enhancement of product standards and enforcement activities will be promoted
in all three countries. NAFTA also provides strong incentives and an excellent opportunity
to share expertise and experience for real public health and environmental gains.

1. Results of 1992 Recommendations

The 1992 Environmenta Review recommended the following general goals for U.S. negotiators:

° "The U.S. will maintain the right to exclude any products that do not meet its health and
safety requirements and the U.S. will continue to enforce these requirements;” and

° "The U.S. will maintain its right to impose stringent pegticide, energy conservation, toxic
waste and health and safety standards.”

In addition, the Review made several more specific recommendations to:
° maintain the right of each party to set standards,
° protect existing environmental and public health legislation and internetional agreemernts,
° protect against imports of goods that do not meet U.S. standards,

° improve cooperation between the United States, Mexico and Canada on health and
environmental standards and pesticide regulation and management;

° agree that efforts toward harnonization should include the presumption thet there be no
diminution in protection of public health and the environment;

° provide for open dispute settlements involving participation by sciertific experts, and
° agree that risk assessment and risk management be based on sound science.

Throughout the NAFTA negotiations the United States observed the mgjor principle that the
resulting agreement must fully preserve the integrity of U.S. regulatory systerrs for public health and
environmental protection.

2. Background

Asdescribed in Section[1.A, sanitary and phytosanitary ("SPS") measures are ruesand standards
that countries establishto protect human, animal, or plant life or healthfrompests, diseases, and risks posed
by additives or contaminants. Pesticide residue tolerances -- the standards that EPA sets for maximum
permissible resdue levels in food -- are a prime example of an SPS measure. Chapter Seven of the
NAFTA covers SPS measures. The NAFTA provisions will not require any changes to the U.S.
regulatory framework. The United States operatesan open, transparent, and non-discriminatory system
Under the NAFTA, the United States will continue to base its regulatory decisions on sound science, to
establishpesticide residue limits and other regulatory requirementsin amanner protective of theU.S. public
and the environment, and to inspect at the bordersfor compliancewithU.S. standards. If aU.S. standard
is challenged, the burden of proof will be on the challengng courtry.
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3. Potential Impacts of the NAFTA

There is concern thet the NAFTA might require the United States to accept food imports that do
not meet U.S. standards, or that U.S. standards might be successfully challenged under the NAFTA.
Another fear is that efforts to harmonize these health and safety standards under the NAFTA might require
the United States to lower its existing standards.

a. Pesticides

In the United States, pesticides are subject to a comprehensive regulatory scheme administered
primerily by the EPA. EPA is responsible for registering all pesticides under the Federal I nsecticide,
Fungicide, and Roderticide Act ("FIFRA"). Theregstration process resutsinaset of very specific terms
and conditions under whicha pesticide may be used. No pesticide may be imported into the United States
for use in this country unless it is regstered under FIFRA. Under the Federa Food, Drug and Cosmetic
Act ("FFDCA"), EPA also setstolerances, or maximum permissible residue levels, for al pesticides used
on food or feed crops. These tolerance regulations apply equally to al domestically-produced and
imported foods. Tolerances are monitored and enforced for both domestically-produced food and food
imported into the United States by the U.S. Department of Agriculture ("USDA™) and the Food and Drug
Adminigtration ("FDA")

Since both regstration and tolerance-setting are based on an evauation of the safety of the
pesticide, the agency generally coordinates its review and approves regstrations for specific crop uses
along with tolerances for specific foods. EPA regsters pesticides and establishes tolerances on the basis
of data contained in regstration applications and tolerance petitions. The agency has detailed regulations
spellingout the types of studies required and appropriatetest methods. EPA has also implemented policies
to assure data quality, through Good Laboratory Practices ("GLP") regulations. The regulations apply
equally to domestic and foreign laboratories that develop data in support of U.S. registration. The data
submitted must establish that the pedticide will not cause unreasonable adver se effects on human health or
the environment.

Although no pesticide may be used on afood crop or processed food in the United States unless
itisregistered for that food, it is possble to establishatolerancewithout a corresponding regigration. This
coud be the case, for exanple, if a crop is not widely grown in the United States or a pesticide is used
abroad to deal with a pest problem thet may not be present here.  Such tolerances are often referred to
as "import only” tolerances. So long as there is a U.S. tolerance, food containing residues within the
tolerance limitation may be legally imported into the United States, even if there is no regstration for use
in the United States. In the absence of a U.S. tolerance, however, foods withresidue of a pesticide may
not enter the United States, even though there may be a tolerance or registration in the country where the
food is produced.

b. Meat and poultry

The Food Safety and Inspection Service ("FSIS") in the Department of Agriculture ensures thet
domestic and imported meat and poultry products are safe, wholesome, and accuratdy labded. This
responsibility derives fromthe Federal M eat I nspectionAct ("FMIA") and the Poultry Products| nspection
Act ("PPIA"). Thereareno provisionsinNAFTA that would compromise the level of protectionto human
hedlth now provided for under FMIA and PPIA.

All imported products are subject to requirements thet are at least equa to those applied to
products produced in the United States. NAFTA recognizes, however, that there may be different, but
equivdent, scientifically justifiable methods of achieving sanitary requirements. This does not represent any
concessonof requrements. Rather, the NAFTA permits each country to retainits own appropriate level
of protection with respect to imported products.
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Mexico is the second largest importer of U.S. meat and the third largest importer of U.S. poultry.
Current imports fromM exico account for less than one percert of all U.S. meat and poultry imports. The
volume of future exports from Mexico to the United States will depend greatly on demand in Mexico
relatively independent of NAFTA, depending on the economic growth and an expanding Mexican
population. It islikely that these domestic factors will moderate any meat and poultry exports fromMexico
and that FSIS currert resources will be able to address any future patterns of imports of these products
from Mexico.

Canada s the third largest market for U.S. meat exports and the fourth largest merket for U.S.
poultry exports. In addition, Canada is aso one of the largest exporters of meat and poultry productsto
the United States.

A continuingtrend toward harmonization of reinspection systemsand many other positiveregulatory
and trade effects have ensued since the implementation of the U.S.-Canada Free Trade Agreement
("CFTA"). A U.S.-Canada Technical Working Group has been established to examine the whole range
of import activities in both countries in order to improve procedures currertly in place. The Working
Group is also an effective instrument for dispute resolution. The health, safety and quality standards of
FSIS were not compromised under the CFTA. FSIS believes that these sardards will not be
compromised under NAFTA.
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c. Other products

Under the authority of the FFDCA, FDA's activities are intended to assure consumers that drugs
and medical devices are safe and effective for their intended uses; that cosmetics are safe and made from
appropriate ingredients; thet all labeling and packaging is truthful and informetive; and that foods are safe
and wholesome and produced under sanitary conditions. FDA formulates and enforces regulations and
guidelines for product standards and specifications, such as those covering chemical and microbiological
contaminants, good manufacturing practices, and labeling requirements. FDA's laws and reguations are
applied equally to domestic and imported products. Products that do not meet those laws and regulations
may not enter the United States. Because the provisonsof NAFTA ensurethat each country will continue
to be able to apply its health measures in a manner that fully achieves its chosenlevel of health protection,
FDA will continue its border enforcement activities.

FDA records indicate that the violation rate for imported Mexican produce withillegal pesticide
residues, 3.8 percent, is comparable to that of produce from other countries. Mot of these residue
violations involve residues of pesticides thet are regstered inthe United States, but not for use on the food
crop in which the resdue was detected.

The Mexican government works with FDA and EPA as a partrer inefforts to reduce the likelihood
thet violative residues will appear onfood imported fromMexico. The Mexicangovernment and Mexico's
agricuitural and pesticide industries have worked withthe United States to exchange information on FDA's
reguatory system, the resuts of FDA's import monitoring, and on how to conply with U.S. pesticide
tolerances. Mexico's Ministry of Health has an annual bilateral meeting with FDA, and Mexico and the
United States have developed a jointly agreed workplan for technical cooperation on a variety of issues
and other border conferences onmeattersof mutual interest, aswell as telephone communications onadaily
basis. These cooperative activities demonstrate Mexico's commitment to assuring thet its pesticide uses
are mede consistent with U.S. requirements.
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B.  AIR QUALITY

Withor without the NAFTA, increasing indus trialization and population growth is likely
to lead to increased air emissions in the U.S.-Mexico border area.

Itis estimated that, within eight to ten years of implementation of the NAFTA, border
area air emissions in Mexico are likely to be less than emissions levels in the absence of
NAFTA. Moreover,implementationof the NAFTA will provide addedimpetus to cooperative
programs already underway between the U.S. and Mexican governments to improve air
quality in the border region.

Without NAFTA, the continuation of the maquiladora program is likely to resultin
more rapid growth in air emissions in the border region, since incentives will be maintained
for companies to build additional facilities near the U.S.-Mexico border. Such facilities are
likely to be associated with further population increases, which will, in turm, contribute
additional sources of air pollution in the form of motor vehicle emissions and pollution from
residential heating fuels.

1. Results of 1992 Recommendations

The 1992 Environmental Review discussed anumber of options for addressing air pollution in the
U.S.-Mexico border region. Many of these activities are being undertaken pursuant to the Integrated
Environmental Plan for the Mexican-U.S. Border Area, which was released in February 1992. Current
activities include:

° the establishment of air pollution monitoring progras in Ciudad Juarez- El Paso, M exicali- | mperial
Valley, Tijuana- San Diego, and Nogales;

° the provision of air quality training to Mexican officials, and

° the development of emissions inventories and monitoring networks for priority binational air basins,
in order to deternine cost- effective air pollution control strateges, and to measure progress ad
compliance.

These programs are described in more detail in Section I1V.A.

The 1992 Environmental Review included an extensive discussion of Clean Air Act measuresbeing
carried out in the U.S. area of the border regon. These measures continue to be implemented, and are
expected to resut in an overall decreaseof 20 to 30 percert inair emissionsonthe U.S. side of the border
over the next tenyears.

2. Background

Air qualityinmost of the predominantly rural border region appearsto be quite good. Inthelarger
Sigter- City metropolitan areas, however, poor air quality isaredity. The two largest U.S. border cities,
San Diego and El Paso, do not yet meet all U.S. ambient air quality standards. Due to dust ertrainment
and some industrial effluence (which often originates onthe Mexican side of the border), portions of six
other border countiesin California, Arizonaand New Mexico (which are largely rural) also fail to meet all
U.S. air quality standards.

Visibility, an air quality value not strictly related to human health, is another concernin the border
regon. TheU.S. Nationa Park Service'svishility monitoring network showsasizable number of dayswith
degraded visibility in many park areas of the Southwest. Some (although not all) of the sources of these
visibility problems are located on the Mexican side of the border.
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a. Carbon I and I1

The United States has recently become concerned about highlevels of sulfur dioxide emissions from
Mexico'sCarbon| and |1 power stations, which are located 20 milessouth of the Texas border. Emissions
from these stations may have a sgificant adverse impact on visbility in Big Bend Nationa Park in the
United States, 130 miles away.

Both plants were sited and permitted in accordance with Mexican law. Moreover, construction
on both plants commenced prior to the NAFTA negotiations, and demand for the power they generate will
exist in Mexico regardless of whether or not NAFTA is implemented.

Over the past six months, U.S. officials have raised their concerns with Mexican officials at high
levels. On October 26, 1993, in the context of a Ministeria meeting pursuant to the Integrated Border
Environmental Plan, the United States and Mexico agreed to establish a binational technical work group.
This group has been directed to develop bilateral measuresto preserve air qudity and to address existing
situations of substartial air quality degradation, including visibility problens at Big Bend National Park.

The work group has been directed to analyze air quality and visibility problems related to the
Carbon |1 plant, aswell as to other sources and to maeke recommendations for an equitable reduction
strategy to address these problenms. The work group will issue its initial report in January 1994.

b. Other industrial sources

Sulfur dioxide (SO,) emissions fromcopper smelters and utilities on both sides of the border have
been a concerninthe past. However, the situation has been improved as a result of cooperative efforts
betweenthe U.S. and Mexican governments under Annex 1V, adopted in1987, to the 1983 U.S.-Mexico
Border Environmental Agreement.  This agreement resuited in a standard emission limitation onU.S. and
Mexican border copper smelters.

The United States and Mexico are currertly compiling emissions inventories for maquiladoras.
Officials are particuarly concerned about emissions of volatile organic compounds ("VOCSs") from plants
that manufacture electronic and electric equipment, meterial, and supplies, transportation equipment, and
furniture. VOCs are mgjor precursors of ozone formation, and they contribute significantly to air toxicity.
Other types of industries located in the border areawhich contribute to high levels of air pollution indude
oil and gas, metallurgy, iron and stedl, electric power generation, cement manufacturing, mining, and brick
manufacturing.

C. Motor vehicle emissions

Motor vehicle emissions are another mgjor source of air pollution. Resuts from a joint
SEDESOL -EPA vehicular testing program conducted in Juarez in late 1990 showed the Juarez fleet to
suffer from a very high level of tampering with emissions cortrol equpment, which significartly reduces
combustion efficiency. |nefficient automobile fuel combustion resuits in high emissions of VOC, nitrogen
oxides, carbon monoxide, and particulate metter. It is likely that similar problems exist in other border
towns.

d Residential sources

Many residences in the Mexican border area burn non-traditiona fuels to provide warnth in the
winter. Suchfuelsinclude wood scraps, cardboard, and tires. 1nadjoiningU.S. areasinthe same airshed,
constricted airflow dueto terrain and/or temperature inversions exacerbatesthe effects of these emissions,
resultingin dangerously high levels of particulate matter and carbon monoxide. This problemis particularly
marked in the Bl Paso-Juarez airshed.

3. Potential Impacts of the NAFTA
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a. General border area effects

Itislikely that industrial growthwill continue inthe border area with or without aNAFTA, and thet
there will be associated air impacts along the border. The 1992 Environmental Review included detailed
projectionsfor growthin the border areawithand without NAFTA. The following discussion summarizes
these projections.

All forecasts of border area economic growth have a substartial range of uncertainty. Based on
the volatility of past growthpatternsand ongoing changesin Mexico's econony, plausible baseline forecasts
of border growth, therefore, coud range between 5 and 15 percent per year absent NAFTA. Withthe
removal of trade barriers that would accompany aNAFTA, the already brisk U.S.-Mexico trade will be
enhanced. However, with NAFTA the relative economic advantage of the Mexican border regon over
cities in the Mexican interior is likely to be consderably less than it is under the current maquiladora
program

Therefore, it is possible to specify two plausible scenarios to express the effect of NAFTA on the
baseline economic projection.

Under Scenario 1, the relative weight of the border in Mexican growth is unchanged. Under
Scenario 2, NAFTA leads to relatively more investment inthe Mexican interior. The former projection
might reasonably resut ina 6 to 17 percent annual growthrate in M exicanborder industries, while the latter
projection might be expected to result in a4 to 12 percent amual industrial growth rate in the Mexican
border regon.

Under either scenario, the number of M exican pollutant-emitting facilities will increase, although at
different rates. Border growth will also prompt increases in Mexican commercial and residential pollutant
sources and inU.S. Sister Cities aswell.

Another factor which must be considered isthe degree of policy cooperation between the United
States and Mexico in controlling border area air pollution. Differert levels of control would, of course,
have animportant impact on air quality, in addition to the growth in the number of sources

Scenario A would result if the growth-related pollutant increases in Mexico are unabated due
either to failure of the new, proposed SEDESOL cortrol initiatives or to failure to implement these
intiatives. Scenario B would result if the currertly planned EPA-SEDESOL air technical initiatives
enunciated in the Border Plan are carried out expeditiously.

Scenario B is considered likely if the U.S. and M exican governments continue to follow up quickly
on the commitments cortained in the Border Plan, as is expected. Actions which could be expected to
occur under Scerario B include: enhanced industrial inspections and enforcemment; tighter emissions
standardsfor new automobile emissions; start- up of vehicular inspection and maintenance ("I/M") prograns
in Juarez ad Tijuana; and retrofitting and retirement of existing, highly polluting industries (such as brick
manufacturing facilities in Juarez).

Under Scenario B, aninitial, short-term emissionsincrease (whichwoud probably result in some
worsening of U.S. border air quality for at least some locations), would likely be followed by a rapid
reduction in air pollution concentrations.

Scenario A ismogt likely to occur in theabsenceof NAFTA, since the M exican government would
have lessfinancia support for air quality programs, and limited Mexican revenues would constrain available
resources for air emssions cortrol.

Inany projection, growthin theimmediate U.S. border areashould also be expected. Thisgrowth
should be less pronounced than in Mexico but is likely to be significant, particularly for existing large and
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mid-sized border communities. However, the more stringent U.S. air quality requirementsthat are dready
beingimplemented arelikely to cause air emissionsto continue their long-termdecrease through the 1990s.

Industrial emissions and residential emissions in the United States may incresse slightly, but it is
likely that these will be offset by continued decreases in vehicular fleet emssions. Thus, in all three
projections described below, air emissions fromU.S. border areas are expected to experience anoverall
dr%crease c))f 20 to 30 percent over the next tenyears (a decline approximately equal to historical trendsin
the 1980s).

In the following paragraphs, the baseline growth estimate and two different NAFTA border area
growth scenarios are assessed for their implications for air emissions changes under varying policy
cooperation scenarios. These air emissions estimetes are extrapolations given historical trends and the
current state of knowledge about Mexican air emissions. They should be interpreted as illustrations, not
forecasts. The composite air emission estimates are based upon an overall assumption that 20 percent is
industrial, 50 percert is vehicuar, and 30 percent is residential/ commercial. Table 2 summearizes these
estimetes.

b. Border effects with NAFTA: Scenario 1 (current proportion of Mexican growth
continuing in the border area)

With expected annual Mexico border industrial growth of between 6 and 17 percent, over ten
years there woud be a cumulative increase in Mexican border industry of between 79 and 380 percent.
If past popuation-magquiladora relationships hold, the Mexican border population woud increase by
approximetely 50 to 230 percert intenyears. With such growth adjacent to the U.S. border, it is highly
likely thet Mexico would concentrate abatemert efforts along the border; therefore, policy cooperation
Scenario B is much more likely. A Scenario B future coud reasonably hold such industrial emission
increasesto 40to 250 percent over those ten years, depending upon the magnitude of theindustrial growth

Even with a significant population increase and increases in vehicle miles traveled, Mexico's
requrement for catalytic converters on Mexican-produced autonobiles, coupled with aggressive
implementation of vehicle I/M programs, could result in asizable decrease in vehicle pollution (30 percent)
under the lower range growth rates. However, with growth at the higher end of the plausible range, there
would still be a significant increase in vehicular air emissions (perhaps as high as 120 percent).

For resdertial and commercial emissions, the growth projections under Scenario 1 could trandate
into anapproximate 20 to 180 percent increase in such emissions if control Scenario B is a reality. Such
an increase could occur despite Mexican government subsidies for cleaner heating fuels and upgraded
resdential housing.

Thus, under the growth Scenario 1 projection, in ten years the composite Mexican border air
emissionsimpacting the United States in the most likely control scenario (Scenario B) might vary from little
or no change inthe case of the lower industrial growth rates to profound change (over 150 percent) in the
case of the higher industrial growth rates.

c. Border effects with NAFTA: Scenario 2 (proportionally more growth in the Mexican
interior than in the border area)

With expected amual industrial growth in the border area of 4 to 13 percent, there may be a
cumulative increase of between 48 percent and 239 percent in Mexican economic activity in the border
regon within ten years. If past maquiladora industrialization-population trends hold, a Mexican border
population increase in the range of 30 percent to 150 percent coud be expected.

Withaggressiveinspectionsand enforcement (under Scenario B), industrial emissions might still rise
20 percent to 150 percent intenyears  With increasing integration of the border economies, Mexican
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industrial fuels will probably increasingly tend toward natural gas, asiscommon onthe U.S. side of the
border. (As discussed in Chapter V, NAFTA's provisions
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TABLE 2
PROJECTED CHANGES IN BORDER AIR EMISSIONS 1994 - 2004

UNDER THREE GROWTH PROJECTIONS
(ALL ESTIMATES ARE APPROXIM ATE)

Mexican Composite Air

Projection Emissions Change
With NAFTA --
Growth Scenario 1 and Policy Cooperéion Scenaio B No change to profound increase (0% - 165%)
Growth Scenario 2 and Policy Cooperdion Scenaio B M oderat e decrease to significant increase
(-20% - +85%)
No-NAFTA
-- Policy Cooperation Scenario A* Sgificant to profound increase (40% - 225%)

Sight decreaseto profound increase (-10% - +125%)
-- Policy Cooperaion Scenario B

Under all three growth projections, border air emissions from U.S. s ources would experience slight to moder ate
decreases (20% -30% ) between 1994 and 2004.

Scenario A denotes areduced level of Mexican air pollution control; Scenario B denotes ahigh level of M exican initiative; seetext.
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may encourage such a shift.) Greater use of natural gas woud sgnificantly reduce CO, emissions (an
importart gobal-warming gas) over those experienced with fuel oil or coal.

The most significant advantages fromenhanced SEDESOL activity should come fromcontrols on
vehicles. These cortrols include: a requirement for catalytic converters, tough new vehicle emissions
standards that corregpond to U.S. levels; an inspectior/maintenance program and increased availability
and use of unleaded gasolines in Mexico within the next few years Under Scenario B, vigorous
enforcement of these measures could reasonably be expected to produce achange inthe Mexican border
fleet emissions of between -50 percent and +50 percent in ten years depending upon the degree of
industrial growth.

The likely change in emissions due to residential/commercia growthislessclear. With increasing
employment and personal wedlth, Mexican citizens should be able to attain higher living standards that
would decrease the need to burnnon-traditional fuelsin residences. Inthiscontext, implementation of the
NAFTA may becritical. The additional economic growth arising from economic and trade opportunities
under NAFTA may allow job creation to match or exceed labor force growth; this would allow for the
income increases that would stimulate M exican consumers to switch from higher-polluting, non-traditional
fuels.

Given a reasonable schedule for construction of new, basic housing, residential/commercial
emissions under Scenario B could increase 10 to 100 percent within tenyears

Thus, in ten years, under the most likely air emissions control scenario (Scenario B), changes in
composite Mexican border air emissions that could affect the United States may range between an
approximate 20 percent decrease to an 85 percent increase.

It should be noted thet Mexican emissions rates are likely to change over time. Specificaly, it is
likely that ar emissions would continue to increase following implementation of the NAFTA, and that
enhanced air quality control efforts will result in gradual reductions in these emissions as the 1990s
progress.

d. Effects on the U.S. interior

NAFTA could cause a variety of transportation-related air quality impacts on areas of the United
States beyond the immediate border regon. These coud be caused by:

° increasesinU.S. regstered motor vehicles (automobiles and trucks) enteringM exico and returning
to the United States,

° increasesin M exicanregstered motor vehicles entering the United States and returningto Mexico;
and

° increases in U.S., Mexican and Canadian motor vehicles transiting the United States between
Mexico and Canada.

Mexican autormobile emissions have been poorly controlled for many years. However, Mexico
is now enforcing emissions standards for both domestically-built and imported vehicles. In addition,
SEDESOL has promulgated emissions standards for 1993 that correspond to the current U.S. standards.
SEDESOL plans to further reduce its emissions standards in 1994-96. The gasoline most commonly
available in Mexico is leaded, although unleaded is available in larger cities and on main trunk lines. In
December 1991, the Mexican government cut the price margn between leaded and unleaded fuelsin half.
In addition, progress has been made in increasing the availability of unleaded fuel.

Mexico's truck fleet is generally powered by diesel engines, with no significant level of emission
cortrol. Mexico is currently considering establishing an emissions standard for trucks based on U.S.
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standards, which woud lead to better emission control. The diesel fuel found in Mexico is generally of a
good octane level but very high in sulfur. There is reportedly a high level of particulate contamination in
Mexican diesel fuel. Mexico has plans to reduce the sufur level of at least a part of its diesel fuel pool.

It isexpected that the NAFTA will encourage a continued high level of cooperation on pollution
control between the United States and Mexico. Therefore, this analysis assumes that Mexico will adopt:
(2) more gringent Sandardscomparableto U.S. standards, which are due to take full effect in the United
Statesin 1996; (2) better fuel quality regulations; and (3) better /M progranms. Furthernore, it is expected
that more new catayst- equipped vehicles will be purchased by Mexican citizens, and that these vehicles
will be maintained better, possibly encouraged by a better I1/M program in Mexico. Therefore, while
increased prosperity is likely to resuit in more trips by Mexican citizensto U.S. cities away fromthe border,
thisincreaseinvehicle milestraveled ("VMT") isnot likely to result in amgjor increase inoverall emissions.

While it is difficult to predict with certainty theimpact of NAFTA on the Mexican automotive fleet
and fuels, it is certain that a well-controlled (and maintained) fleet and good qudlity fuels cost more money
than poor quality fuels and vehicles with catalytic converters. If NAFTA resutsin greater prosperity for
Mexico, then this should result in more noney being available for well controlled and meintained vehicles
and better fuels. Thiswill, in turn, benefit both countries.

Another area of concernis the improper use of Mexican leaded fuel by U.S. light-duty vehicles
which occasionally transit Mexico, with resuting damage to catalytic control systens. It is expected that
this will not be a significant problemin view of the increased availability of unleaded gasoline in Mexico
discussed above.

As described in Section V.B.3, U.S. trucks are not permitted over the border into Mexico, and
Mexicantrucks are permitted inthe United Statesonly asfar as the border commercia zone. NAFTA will
allow trucks to transport cargosdirectly to their destinations in both countries. In assessing the impact of
this change, it is assunmed that the NAFTA will result in an equalization of heavy-duty ("HD") engine
emission standards between Mexico and the United States. It isalso assumed that Mexico will implement
alow- sulfur diesel fud requirement, dueto the negative impact of fud sulfur on expected future HD diesel
aftertreatment devices. (This is a reasonable assumption, since NAFTA edablishes a North American
Auomotive Standards Council, which will develop awork programto meke fuel standards conpatible.)

With U.S.-type standards (and test procedures) and low-sulfur fuel, Mexican trucks operatingin
the United States would emit pollutarts at roughly the samerate as U.S. trucks. The only negative impact
on air quality would result from any net increase in overall truck traffic reulting fromincreased economic
activity. If, however, Mexico does not adopt U.S.-type standards and test procedures, then Mexican
vehicles operating in the United Stateswoud cortribute more NO, and particuates, and U.S. trucks could
experience degradation in emissions controls as a resut of operating with M exican diesel fuel with a high
level of sulfur.

4. Likely Trends in the Absence of NAFTA
a. Effects on the border

Without NAFTA, it is expected that the maquiladora programwill continue to provide incentives
for the construction of facilities in the border regon, and thet Mexican border populations will continue to
increase, with resuiting increases in air pollution emissions. Wages would be less likely to improve in a
relative sense, so that widespread retirement of highly polluting autormobiles and residential fuels would be
less likely to occur. It is not clear, however, whether efforts by the Mexican government to control
emissions will continue to increase without NAFTA. There are two possible outcomes.

Fird, due to budgetary constraints, the Mexican government may be unable to maintain current
levels of cooperation between SEDESOL and EPA aimed at improving border air qudity. Moreover, the
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M exican government may chooseto invest its resources inMexico City and other large citiesin the interior,
where the great bulk of the country's population resides and where the concertration of industry isgreatest.

Thus, because Mexico may be unable to afford control measures along the border, strengthened
I/M progras for notor vehicles, or retrofits for existing, highly polluting sources, control Scenario A
becomes a distinct possibility. Withanincrease of 63 to 305 percent in maguiladora activity in ten years,
no-NAFTA industrial emissions under Scenario A may be expected to increase by 60 to 320 percent.
With a concomitant estimated 40 to 180 percent increase in population in ten years, vehicular emissions
may increase 40 to 200 percent, eventaking into account afunctional, centralized M exican systemof new
autonobile controls. Resdential/commercial emissions may increase 40 to 200 percent, approximating
populationgrowth. The reauiting composite Mexican border emissionincreases (40 to 225 percert) could
be profound.

The second possible emissons outcome assumes that Mexico would somehow continue its
aggressive border clean-up, as outlined in the Border Plan (Scenario B).

Withano-NAFTA, policy cooperation Scenario B future, assuming the same 63 to 305 percent
Mexican border industrial growth, one could expect anincrease inindustrial air emssionsinthe 25 to 200
percent range. With an associated population increase of 40 to 180 percent but with an active vehicular
I/M program and a federal new-car requirement for EPA-like emissions standards, it is reasonable to
expect a 40 percent decreasein vehicular emissions in ten years with the lower industrial growth rates,
however, with higher industria growth, vehicular emissions may increase by 90 percent. For residential
and commercial sources, air emssions may increase approximatdy 15 to 140 percent, in spite of
anticipated M exican government efforts to subsidize cleaner-burning residential fuels. Thus, inten years,
ano-NAFTA, Scenario B future might result in changes in emissions ranging from a dight decrease (0 to
10 percent decrease) with the lower industrial growth projections to profound emissions increases (125
percent) with the higher industrial growth projections.

As Table 2 illustrates, reasonable estimates show that Mexican border emissions affecting the
United States are likely to be less with NAFTA than without NAFTA.

b. Effects on the U.S. interior

Inthe absence of NAFTA, Mexico might implement aLtomobile emissions standards comparable
to the current U.S. stlandards; however, Mexico might not implement improvements to those standards as
quickly. Moreover, the Mexican autormobile fleet might not be renewed as quickly, I/M programs might
not improve, and distribution of unleaded gasoline may remainlimited. All of these influences would terd
to resut in a net increase in emissions from Mexican automobiles operated in the United States.

The situation is somewhat nore conplex regarding impacts of truck traffic from Mexico on air
guality in the U.S. interior. Some consider it likely that the absence of aNAFTA would result ina
continuation of the existing barrier to truck traffic beyond the border commercia zone. If this were the
case, Mexican trucks would not affect interior U.S. air quality.

Inthe absence of NAFTA, the opportunity for increased cooperation through the North American
Automotive Standards Council would be lost.
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C. WATER USE AND QUALITY

Continued growth and development in the U.S.-Mexico border region — which could
occur with or without NAFTA — will place increasing demands on already scarce water
resources. There are three main areas of concern: (1) addressing limitations on surface
water and groundwater supplies; (2) maintaining water quality through ade quate wastewater
treatment facilities; and (3) preserving ecosystems, wildlife habitats and coastal areas.

Implementation of the NAFTA will provide added impetus to cooperative projects
already under way betwee n the United States and M exico, pursuant to the Integrated Border
Environmental Plan, to promote water quality and preserve the border environment.
Moreover, the Border Environment Cooperation Agreement will provide additional financing
for infrastructure projects to treat wastewater and provide clean drinking water supplies.

Without NAFTA, the United States and Mexico may have difficulty sustaining their
currentlevel of cooperationin projects designed to maintain water quality. Inaddition, itmay
be difficult to obtain sufficient financing to design and construct needed was tewater tre atme nt
facilities in the border area. Moreover, inthe absence of NAFTA, incentives for companies
to locate facilities in the border region will continue, resulting inadditional strains on already-
scarce water resources.

1. Results of 1992 Recommendations

The1992 Environmental Review included recommendationsfor areasof U.S.-M exico cooperation
on water quality issues, including exchanges of information on water regulations and technology,
idertification of water quality problems, and collection of data

Since the 1992 report, EPA has continued its cooperative efforts with Mexico, in line with these
recommendations. Pursuant to the Integrated Border Environmental Plan, the United States and Mexico

are undertaking a number of initiatives to reduce water pollution and improve understanding of water
resources in along the U.S.-Mexican border. Specific activities include:

° design and construction of new wastewater treatment facilities;

° initiation of pre-treatment programs for industrial wastewater;

° cooperative inventories of drinking water supplies; and

° surveys of toxic contamination of surface water supplies.

These activities are described in more detail in Section IV.A.

The Border Environment Cooperation Agreement (described in Section 11.C) will provide new
mechanisms to assist environmental infrastructure projects in the border region. Projects to provide
wadewater treatment and clean drinking water supplies will be given priority consideration under this
Agreemert.

2. Background

Development and population growth in the U.S.-Mexico border area -- which could occur with

or without NAFTA -- may have substantia effects on water quality and availability, especidly given the

fragle (or aready degraded) nature of most of the ecosystensinthe water-short desert areas. The degree
to which the effects of development are mitigated will largely depend on the effectiveness of cooperative

106



TheNAFTA: Rgoat onEvironnantd Issues SeionM

efforts between the United States and Mexico. These efforts must address three areas related to water
quality and use:

° surface water and groundwater supplies,

° water quality and wastewater management; and

° watersheds, wildlife habitat, and coastal aress.
a. Surface water and groundwater supplies

Most of the larger communities along the U.S.-Mexico border obtain their drinking water from
surface supplies, including the Rio Grande (Rio Bravo) and the Colorado River. Water quality is often
poor, due to the presence of natural minerals, and gererally declines as withdrawals increase.

Because aquifers provide base flows to local streans, aguifer depletion can have a significant
adverse effect on surface and groundwater supplies. Agricultural or other industrid development in the
border area which use groundwater supplies at rates greater than aquifer recharge will lead to depletion
of groundwater reserves.

Water resources have been further strained by the growth of rural, unincorporated subdivisionsin
U.S. border courties (called “colonias’), which often have substandard or nonexistert water and sewer
facilities. The General AccountingOffice estimetes that in Texasand New Mexico over 200,000 residents
live in such colonias. Inthose without public water systens, residents typically use shallow wells that can
be contaminated from private septic systerrs. While availability of drinking water is more anissue of water
quantity than quality, lack of local financing capacity could result in poor drinking water quality.

The United States and Mexico are developing an inventory of the source, quality, and treatment
processes for existing drinking water facilities of the sister cities.  This inventory has been conpleted for
cities on both sides of the border inthe lower Rio Grande (Rio Bravo) valey. Inaddition, each government
is in the process of determining its priority needs for water supply, treatment and distribution systems for
existing and future development in the sister cities.

The U.S. and Mexican governments are aso working to identify any areas where the drinking
water sources common to both countries are contaminated, or where there is an identifiable threat of
gontaréinatioertli Effortshavebegunto develop cooperative progras for solving problems that have already

een idertified.

Inaddition, the two governments are developing joint wellhead protection prograns, designed to
protect shared groundwater basins.

b. Water quality and wastewater manage ment

In some areas of the border, the waters that cross the boundary or thet are tributary to the
international rivers present unacceptable sanitary conditionsattributed to thedisposal of wastewater inthese
watercourses. There is the related risk of pollution of transboundary groundwaters if proper management
and trestment of surface wastewater is not carried out.

Wastewater disposal methods have an effect on health and the environment. The quality and
quantity of effluents from wagtewater treatment plants will affect the health of downstream surface water
users, as wdl as the in-stream environment. In addition, groundwater may be adversely affected by
wastewater land application or "lagooning’ and by improperly managed solid waste disposal facilities. In
colonias without sewers, residents typically use privies which do not meet public health standards and can
degrade groundwater.
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Municipal wagtewater inthe U.S. Sister Cities is treated by wastewater treatment facilities which
are regured to comply with discharge permit limitations. The United States and Mexico are currently
working on plans to develop international wastewater treatment facilities for all the Sister City areas.

In several Sister City areas, efforts are under way to develop industrial wastewater pretreatment
programs. Joint industrial inspections have been made for cross-border inspector training purposes. A
course in how to establish an industrial wastewater pretreatment program is being prepared by EPA for
use in Mexico.

Transboundary water quality monitoring is being increasingly well coordinated. For instance, a
toxics monitoring study is being completed for the Rio Grande (Rio Bravo) and its tributaries on both sides
of the border. The two governments are discussing extending these efforts to the Colorado River in the
vicinity of the border.

Following are some examples of other recent cooperative effortsto address wastewater treatment
needs in the Sister Cities:

° San Diego/Tij uana:

The Tijuanawagtewater collection systemcannot cornvey and treat all of the wastewater generated
inthe city. As aconsegquence, some raw wastewater from Tijuana s being transported across the
border, either by pipeline for treatment in San Diego on an interim basis or by flows down the
Tijuana River to the Pacific Ocean.

An international wastewater treatment plant is under design for the San Diego/Tijuana area, and
preliminary construction has taken place.

° The New River:

The New River, which originates south of Mexicali, flows northinto California. The river carries
both raw and partialy treated domestic wastewater, industrial wastes and agricultural wastes. In
Cadlifornia, additional agricuitural runoff enters the river.

Current plans for Mexicali/l mperial Courty wastewater include: achieving efficient operation of
exiging wastewater treatment lagoons;, completing construction of new treatment facilities in
southeast Mexicali to handle domestic and industrial wastewater fromthe area; elimination of all
discharge of untreated domestic and industrial wastewater through expansion of the sewage
collection systemy and incorporation into the sanitary system of wastewater from new urban
development related to the new Mexicali/Calexico port of entry. 1n1992 the IBWC signed an
agreement withMexico (Minute 288) setting out aplanfor projectsto implement the above. Joint
plaming with Mexico iscontinuing. The Administration's funding request for U.S. participation is
included in the FY 1994 budget.

o Nogales:

Indications are that surface water in both the U.S. and Mexican Nogales has been contaminated
intermittently with domestic wastewater, and there is possibly industrial and inorganic waste
contamnation.

An expansion of the international wastewater treatment plant was completed in 1992. However,
the expanded plant is expected to reach capacity in early 1994 and planning is in process for
further expansion of the plant and provision of collection systems in Nogdes, Sonora The
Administration has included funding for U.S. participation in this project in the FY 1994 budget.
Discussions with Mexico cortinue on the development of a bi-national industrial pre-treatment
program This will be used as a model for other bi- national pre-trestment programs. Further, the
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United States and Mexico are planning the developmernt of a bi-national groundwater monitoring
and protection program

° Nuevo Laredo:

Construction of a wagtewater treatment facility is under way.

Inorder to address the problem of inadequate wastewater treatment facilities in the U.S. colonias,
infrastructure development programs are being established in Texas and New Mexico. These date
progras are being initiated with a combination of federal and state funds. In addition, workshops have

been held and a clearinghouse has beencreated for assisting people involved inmanaging colonia projects.
Technology transfer seminars and demonstration project initiatives are also under way.
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c. Watersheds, wildlife habitat and coastal areas

Estuaries and wetlands are a critical natural resource providing great economic, public health and
ecological benefits. Over thelongterm, ecological degradation either directly or indirectly degrades human
health and the economy.

Watersheds and wetlands are potertially threatened by growth.  Since development gererally
follows water supply, the most attractive land is near srearrflow, oftenin wetlands. Thus, growth could
potertially have an adverse effect on local ecosystems and wildlife habitats.

Two areas of particular concern in the border area are the lower Rio Grande (Rio Bravo) valley
and the San Diego Bay area:

° Rio Bravo Valley:

The lower Rio Grande (Rio Bravo) valey is home to one of the mast unusual ecosystems in the
United States. Only about five percent of the original subtropical forest remains; the rest has been
lost to agriculture, vacation homes and roads.

The lower valley areais aready experiencing problems with the discharge of wasteweter into the
river and into lagoons thet eventually affect the river and the habitats in this area.

° San Diego Bay:

Around the San Diego Bay, natural habitats have been greatly altered and reduced during the last
100 years. Nearly 90 percert of the salt marshes and 50 percent of the mudflats have been lost
due to filling. Virtually all of the upland habitat has been converted to urban and industrial uses.
The Bay supports an impressive number of species, including five endangered species, over 100
species of water fowl and shorebirds, and 90 species of fish and shellfish. The mudflats of the
South Bay are a significant sopover for shorebirds of the Pacific Flyway.

On the Mexican side of the border, an international wastewater treatment facility is being planned
that will directly benefit the Tijuana River Nationa Estuarine Reserve marshland. Sincethis facility
will be located at the upstream edge of the Reserve, its outfall will bypass the Reserve.

3. Potential Impacts of the NAFTA
Implementation of the NAFTA should have several beneficial effects on water supplies inthe

borderregon. First, by reducing artificial incertives for companiesto locate facilitiesnear theU.S.-Mexico
border, NAFTA may reduce the growthin demand for water in the border regon.
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Second, the Border Environment Cooperation Agreement associated with NAFTA will provide
new financing for infrastructure projectsto treat wastewater and provide clean drinking water supplies.

Findly, implementation of the NAFTA will lead to the establishment of the Commission for
Environmental Cooperation, whichwill provide added impetus to U.S.- M exican cooperation on managing
water resources in the border area. Such cooperative effortswill become especially critical as reliance on
international wastewater treatment plants is likely to increase. Since the character of transborder water
problems is based on site-specific geographic and hydrological conditions, these problems can be most
effectively addressed through cooperative efforts between U.S. and Mexican officials.

4. Likely Trends in the Absence of NAFTA

Without NAFTA, incentives for companies to locate near the border are likely to continue under
the maquiladoraprogram It is possible thet further development and population growthinthe border area
will be tempered by limitations on water availability. However, the potential for improved technology,
water conservation and other factors mekes the absolute limit on growth due to water limitations
quartitatively difficult to predict.

To the extent thet the rate of border growth could be expected to continue in the absence of
NAFTA, the need for better management of water resourcesinthe border areais likely to become more
critical. For instance, increased industrial activity in areas dependent upon groundwater could potertially
deplete local aquifers. In addition, as demand for water inthe border area increases, water quality (and
the need for additional wastewater trestment facilities) will become more important.

Without NAFTA, however, there might be some difficuity in sustaining the current level of
cooperation between the United States and Mexico in providing and regulating water quality-related
facilities. Moreover, it may be more difficult to obtain sufficient funding to finance the water treatment
facilities which are so urgently needed in the border regon.
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D. CONTROL OF TOXIC CHEMICALS

Implementation of the NAFTA is likely to result in increased trade in chemicals
between the United States and Mexico. Concerns have been expressed that the NAFTA
could make it more difficult for the United States to enforce its laws and regulations designed
to control trade in toxic chemicals.

The NAFTA maintains the ability of the United States to control imports of toxic
chemicals from Canada and Mexico, pursuant to the Toxic Substances Control Act. In
addition, the NAFTA includes provisions which encourage toxic chemical data and studies
generated in Mexico to meet the same standards and Good Laboratory Practices as data
generated in the United States.

1. Results of 1992 Recommendations

One of the key goals set out for U.S. negotiators in the 1992 Environmental Review wasto ensure
thet "...the United States will maintain the right to exclude any productsthat do not meet its healthor safety
requirements.”

As described in Section I, this god has been met in the find texts of the NAFTA and the
Environmentd Agreement. The NAFTA contains explicit provisions that protect the right of the United
States to determine its own appropriate levels of environmental protection. Moreover, the Enviornmental
Agreement explicitly states thet each country is free to deternmine its own levelsof environmental protection,
and commits the United States, Mexico and Canada to work to improve their environmental laws.

2. Background
a. Statutory framework

All commercid chemical substances (with the exception of pesticides, nuclear meterial, food, food
additives, pharmeceuticals, cosmetics and medical devices) produced inor imported into the United States
areregulated under the Toxic Substances Control Act (‘"TSCA™). TSCA provides authorizationto cortrol
the manufacture, processing, commercial distribution, use and disposal of chemicals. Exarmples of the kinds
of chemicals controlled by TSCA include (among many others) adhesives, surfactants, coatings, dyes,
polymers, and chemical intermediates.

TSCA alows EPA to require testing of existing substances, review new chemical substances prior
to commercial manufacture or import, control substances (e.g., by limiting or banning manufacture or use),
and gather information. TSCA requires that exporters provide notification prior to exporting such
substances, and that importers certify thet the substances meet the provisions of the Act.

The EPA has developed detailed regulations specifying whet information must be reported, aswell
as who is resporsible for notification, data development and submission.  Testing guidelines have been
developed and published. These guidelines are often incorporated as test standards in rue making to
facilitate the gereration of health and safety data. In addition, Good Laboratory Practice ("GLP")
regulations have been promulgated to ensure that studies will be carried out in an acceptable manner.
These regulations, sandards and GL Psprovidereasonable assurance that the datagenerated are adequate
and reliable for purposes of evaluating the potential risks of chemical substances.

b. International cooperation in generation of test data
The Organization for Economic Cooperation and Development ("OECD") has a testing guidelines

programto be used by member countries when developing healthand safety data. Menber countries have
agreed to accept data for assessment purposes which have been developed by other countries, aslongas
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the data are generated usng the OECD-approved tes guiddines and are in accordance with GLP
gstandards developed by the OECD.

Asamember of the OECD, the United States has actively participated in the OECD program to
develop these guidelines. The United States accepts datafromother countries developed using either the
OECD or TSCA guiddlines. Infact, many of the OECD guidelines are based on TSCA quidelines.
Mexico, with the support of Canada and the United States, has applied for membership inthe OECD.

3. Potential Impacts of the NAFTA

Chapter Nine of NAFTA, which deals with standards-related measures, requires that such
measures not discriminate between imported and domestically-produced products. TSCA meets the
requirements of Chapter Nine, in that the Act, as well as its associated regulatory requirements, applies
equally to domestically- produced and imported chemical substances.

In addition, Article 913 of the NAFTA establishes a Committee on Standards-Related Measures
to facilitate compatibility of standards, consut regularly on matters on common concern, and enhance
cooperaion in developing, applying and enforcing standards-related measures.  This article sets forth a
number of specific topics for consideration by the Committee, including promotion and implementation of
good laboratory practices and guidelines for testing of chemicals.
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E. HAZARDOUS WASTE

With or without NAFTA, economic growth in the United States and Mexico is likely
to generate increasing amounts of hazardous waste.

Article 104 of the NAFTA assures that U.S. agreements with Canada and Mexico to
manage cross-border shipments of hazardous waste will prevail over NAFTA's obligations if
there is an inconsistency. Article 104 makes the same provision for the Basel Convention,
which governs international shipments of hazardous waste.

In addition, Chapter 12 of the NAFTA ensures that U.S. environmental e ngine ering
and waste management firms and professionals will be able to offer their services in Mexico
to construct safe disposal facilities for hazardous waste.

In the absence of NAFTA, the amount of hazardous waste from Mexico re quiring
management in the United States could increase, as a result of two factors. First, the
continuation of the maquiladora program is likely to result in increasing industrial activity in
the border area, with associated growth in generation of hazardous waste. In contrast,
implementation of the NAFTA could significantly reduce the incentives to locate in this
region. Second, without NAFTA and its associated Border Environmental Cooperation
Agreement, Mexico may have fewer funds to invest in waste manage ment infras tructure.

1. Results of 1992 Recommendations

The 1992 Environmental Review included severa recommendationsfor U.S.-Mexico cooperation
on waste management. These included efforts to: identify the universe of waste generated at border
facilities; exchange information; and conduct joint corferences and training.

Since 1992, the United States and Mexico have worked to establish compatible hazardouswaste
tracking systerrs. Whenfully compatible, these systemswill enable thetwo governments to determine the
amount of hazardous waste crossing the border and verify compliance with U.S. and Mexican laws
concerning such shipments.

In addition, EPA has provided training to SEDESOL persomnel in hazardous waste management
and inspection techniques. EPA and SEDESOL dso have conducted joint cooperative training visits to
border facilities. Thetwo agencies host an annual conference for maquiladoras and have j ointly produced
a bilingual manual concerning requirements for transboundary movements of hazardous waste.

The 1992 Environmental Review also mede the following recommendationsto the U.S. NAFTA
negotiators:

° to protect rights and obligations under international environmenta treaties (notably the
Basdl Convertion); and

° to ensure that U.S. environmental engineering and waste manegement firms and
professionds have access to the Mexican market.

These recommendations were followed by the U.S. negotiators and were substartially achieved
in the findl text of the NAFTA:

° Article 104 of the NAFTA states that provisions of the Basal Convention (which governs
international shipments of hazardous waste) will prevail over NAFTA's obligations, in the
evert of any inconsisterncy, and an annex to Article 104 extends the same protection to
U.S. bilateral agreements on hazardous waste with Canada and Mexico.
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° Chapter 12 of the NAFTA secures rights of entry to the M exican market for U.S. services
providers, including companies and individuals offering waste management services.

2. Background
a. Existing controls for hazardous waste management

The Resource Conservation and Recovery Act ("RCRA™) governs the management of hazardous
waste in the United States. Under RCRA and itsimplementing regulations, the U.S. EPA has established
ageneration-to-disposal reguatory structurefor hazardouswastesgenerated inor imported into the United
States. These regulations include notification requirements, manifesting of hazardous wastes transported
on public roads, and stringent pernitting requirements for treatment, storage, and disposal facilities.
Imported wastes are subject to al of the requirements that apply to wastes generated and managed inthe
Unted States.

The federal hazardous waste program in the United States is run in partnership with state
governments, and the federd law can be supplemented by more sringent date laws.

b. U.S. capacity for hazardous waste management

TheU.S. and M exicangovernmentshave beenworking to improve the tracking of hazardouswaste
which must be returned from mequiladoras in Mexico to the United States for management and disposal.
To date, not all of the waste generated by the maquiladoras can be accounted for. Asaresult, the United
States does not have complete data onthe amount of hazardous waste being returned to the United States
fromMexico.

The available data, however, indicate thet these shipments will have little effect on U.S. capacity
needs. For exanmple, EPA data for Region 6 (which includesthe states of Texasand New Mexico) indicate
thet imports of hazardous waste through Texas border stations grew from 656 tons in 1987 to over 4,085
tonsin1992. These shipmentsrepresented avery small percentage of the total amount of hazardouswaste
generated in Regon 6 (which amounted to over 66 million tonsin 1987). The available data for Region
9 (which includes the states of Arizona and California) suggest similar trends.

Thus, based on the available information, the amount of hazardous waste currently entering the
United States from Mexico for treatment and disposal appears to be extremely small relative to the total
amount of hazardous waste generated and managed in the United States.  Thus, these shipments appear
to have an ingigrificant impact on U.S. hazardous waste management capacity.

c. Transboundary move ments of hazardous waste

Transboundary movement of hazardous waste between the United States and Mexico is subject
to the terms of a bilateral agreement, Annex 11 to the La Paz Agreement, which reflects many of the
provisions of the Basel Convention. Most hazardous wastes entering the United States from Mexico are
gererated by maquiladoras. Mexican law generdly requires that hazardous wastes generated at the
maguiladora facilities fromU.S. raw materias be returned to the United States for management. Under
Amex |1, the Unted States accepts the return of maguiladora waste for disposal consistant with U.S.
standards. Under a M exican Presidertial Decree, imports of hazardous waste into Mexico are limited to
wastes to be recycled.

International R equirements for Waste Exports. TheBasel Conventiononthe Transboundary
Movement of Hazardous Wastes and Their Disposal, which was negotiated under the auspices of the
United Nations Environment Programme, wasconmpleted inMarch 1989. Over fifty countries have signed
the Convention, induding the United States, Mexico, and Canada. The Convertion entered into force on
May 5, 1992. Mexico and Canada have both ratified the Convertion; the United States will ratify the
Convertion after passage of the necessary implementing legislation.
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Mary of the elementsof the Conventionare reflected in Amex 111 of the U.S.-Mexico Agreement
on Cooperation for the Protection and |mprovement of the Border Area Environment. Annex I11 to this
Agreement, which was signed in 1983, specifies conditions for movemernts of hazardous wastes between
the two countries. The United States entered into a Smilar agreement with Canada in 1986.

3. Potential Impacts of the NAFTA

I mplementation of the NAFTA islikely to increase economic growthratesinthe United States and
Mexico which, in turn, is likely to increase the generation of hazardous waste. Given the current lack of
adequate hazardous waste facilitiesinM exico, increased generationof suchwastesat maquiladorafactories
in Mexico could lead to increased waste capacity demand in the United States. This demand could be
further increased by strengthened enforcement efforts on the part of both courtries with respect to the
mequiladoras, which could lead to anincrease in the proportion of hazardous wastes which these facilities
ship to the United States for treatmert.

At the sametime, astariff barriers are elimnated under the NAFTA, there will be lessincertive for
firms to invest inthe border area under the maquiladora proggam  As aresult, there may be a decrease
in the percentage of hazardous waste generated in Mexico which woud be required to be returned to the
United States. Such a reduction could offset to some degree any generd increase in waste shipments to
the United States resuiting from economic growth in Mexico. In addition, the cost of hazardous waste
management (induding disposal) in the United States is quite high, and islikely to cortinue to create strong
incertives for waste producersto minimize the amount of hazardous waste generated.

However, there is little reason to expect that any increase in shipments of hazardous waste from
Mexico would create significant adverse effects in the United States, since there appears to be sufficient
waste management capacity to absorb any such increase. Furthernore, any increasein hazardous waste
management would not be absorbed solely by border area states.  Although the mgjority of hazardous
wades returned to the United States from maquiladoras are destined for trestment and disposal facilities
near the border, significant amounts of these wastes are managed in other regions of the country.

4. Likely Trends in the Absence of NAFTA

While the potential adverse effects of NAFTA on hazardous waste management do not appear to
be significant, the impacts in the absence of NAFTA could wdl be substartial.

In the absence of NAFTA, the maquiladora program will continue to provide incentives for
companiesto locate facilitiesalongtheU.S.-Mexicanborder. These facilities will generate increasing levels
of hazardous wastes, which will need to be transported back to the United States for management.

In addition, without the NAFTA, Mexico may be unable to obtain adequate fundingto build an
effective regulatory infrastructure and waste management capacity in Mexico. As aresut, Mexico will
continue to depend on U.S. facilities to properly manage its hazardous wastes.

Findly, without additional cooperative programmatic and enforcement efforts, there is a greater

likelihood that hazardous wastes imported into the United States will evade protective U.S. hazardous
waste laws, and thus increase risks from potential mismanagement of these wastes.
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F. NON-HAZARDOUS WASTE

With or without the NAFTA, economic growth in the United States and Mexico is
likely to generate increasing levels of non-hazardous wastes. The lack of infrastructure and
proper waste management practices along the border is already causing serious
environmental and health concerns. New waste generation will only add to these problems.

The Border Environment Cooperation Agreeme nt will help finance infras tructure
projects addressing solid waste disposal needs. Moreover, implementation of the NAFTA
may reduce the growth of waste along the U.S.-Mexico border by decreasing incentives for
industries and populations to locate along the border.

In the absence of NAFTA, the continuation of the maquiladora program is likely to
result in increasing population and industrial growth rates along the U.S.-Mexico border.
Further, without NAFTA it may be very difficult to secure adequate funding to properly
manage the waste generated in this region.

1. Results of 1992 Recommendations

The 1992 Environmental Review included several recommendations to address non-hazardous
waste concerns.  These included a needs assessment, waste collection improvements, and development
of new landfills,

Since that time, the United States has compiled extensive data on municipal solid waste disposal
faciliies and conmpleted an invertory of U.S. stes. Mexican authorities are currertly conducting an
assessment of municipal solid waste disposa facilities along the Mexican border area. In Nogales, asite
for a new sanitary landfill has been selected.

The Border Environmental Cooperation Agreement (discussed in Section 11.C) provides
mechanisms for the U.S. and Mexican governmentsto support a wide range of environmental projects in
the border regon. Solid waste managemernt facilities will be among the projects that have aninitial priority
under the Agreement.

2. Background

Rapid population growth in the border area in recent years has created severe pressures on
municipal solid waste disposa facilities. 1n addition, there has been sigrificant growth inindustrial activity
in the border area, which has resuted in increased generation of non-hazardous industrial wastes.
Improper disposal and burning of non-hazardous wastes have created environmental risks in the border
areafromair and water pollution.
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a. Municipal solid was te

Waste is generated in the border areaof Mexico at the rate of 1.5 pounds per person per day.
While this rete is lower than the U.S. national average of 4 pounds per person per day, the Mexican
population generates more than 5,200 tons of municipal waste per day in this region, amounting to 1.9
million tons per year.

Of thetotal municipal solid waste generated inthe border areaof Mexico, EPA estimates that only
about 40 percent (766,500 tons per year) is actually collected. This meansthat over 1 milliontons per year
of municipal solid waste are disposed of improperly. Moreover, most of thewaste thet is collected (about
500,000 tons per year) is disposed of in unlined, open-air dumps.

Unlined, poorly operated opendumpsonthe M exican side of the border are amgj or environmental
and health concern.  These dumps may contaminate groundwater, and thereby pose significant exposure
risks to the hurman population, since groundwater is a magjor source of drirking water supply aong the
border. Inaddition, such dumps have the potential to contaminate surface water in the United States.

Open air dumps have also created problemsfrom air pollution resultingfrom burning of the waste.
In Nogales, for example, open dumps may burnfor days at atime, creating smoke which travels across
the border to the United States.

An additional problem caused by population growth on both sides of the border has been the
creation of unincorporated rurd communities (known as "colonias’ on the U.S. side of the border), which
are characterized by substandard or nonexistent housing, roads, drainage, water and sewer facilities, and
wade disposal services. Over 200,000 residentsin Texas and New Mexico live in such communities. In
the absence of adequate landfills, many communities have no way to dispose of wastes properly; as a
result, wagtes are dumped illegally. Existing landfill capacity in those communities with landfills may also
become problematic inthe near future. Finally, some municipal solid waste landfills on the U.S. side of the
border camnot meet new landfill requirements under RCRA, and are being closed.

b. Industrial non-hazardous waste

The mequiladoraprogram has resulted inincreased industrial activity inthe border area. Whilethis
haslikely resuited inasignificant increase in the volume of non-hazardousindustrial waste generation, there
is no current informetion available on the amount of non-hazardous industrial wastes generated or on how
the waste is being disposed.

3. Potential Impacts of the NAFTA

The rate of municipal solid waste generation is directly related to popuation and income levels.
However, it is difficult to forecast precisaly the impact of the NAFTA on the aready-rapid growth rates
inthe border area

By decreasing the incentivesfor industriesand populationsto locate along the U.S.-Mexico border,
the NAFTA may reduce the growth of waste in this area.  Nevertheless, with or without NAFTA,
continuing economic growthis likely to lead to increasing rates of waste generation, which could further
strain existing landfill capacity in the border area. |f proper controls are not implemented, further growth
in the border region could lead to additional illegal dumping or burning of industrial wastes, with resulting
air and water pollution affecting both Mexican and U.S. populations.

TheBorder Environment Cooperation A greement accomparying the NAFTA will provide funding
targeted at improving infrastructure and waste management programs along the border. Thus, this
Agreement will address not only any increases in waste generation along the border, but aso the existing
environmental problems in thet area resuting from waste mismanagemen.
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Moreover, increased economic growth rates resuting fromNAFTA may well create additional
revenues which could be used by municipalities to address solid waste disposal problems.

4. Likely Trends in the Absence of NAFTA

Asnoted above, population and industrid growthratesalongthe border are dready rapid and are
likely to continue to increasewithor without NAFTA. Inthe absence of NAFTA, however, the incentives
for industrial location near the border under the mequiladora programwill continue or increase, which will
create even greater pressures on waste disposal infragtructure in the border area Moreover, without
NAFTA, it may bedifficult to securethefundingnecessary to address both existing and future infrastructure
needs for waste disposal.
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G. CHEMICAL EM ERGENCIES

Increased industrial growth near the U.S.-Mexico border -- which could occur with or
without NAFTA -- may increase the likelihood of a chemical emergency affecting the
environment of both countries.

The United States and Mexico are engaged in cooperative efforts to improve
emergency preparedness coordination between the two countries. The Environmental
Agreement specifically includes "environmental emergency preparedness and response
activities" as an item in the work program of the Council for Environmental Cooperation.

Without the NAFTA, it is possible that the U.S. and Mexican governments would not
be able to maintain the same level of commitment to such cooperative efforts.

1. Results of 1992 Recommendations

The 1992 Environmental Review included several recommendations for U.S.- M exico cooperation
with respect to chemical emergencies (pp. 135-136). These included: developing a joint response
capability for the border; facilitating the establishment of local preparedness entities, and providing
improved communications and training.

Since 1992, the United States and Mexico have conmpleted a three-year workplan establishing
schedules and priorities for joint contingency planning and emergency response. Joint exercises have been
held for several Sister City contingency plans. In addition, EPA has provided training in hezardous
materials awareness and workshops for public officials in the border communities.

The 1992 Environmental Review also included a recommendation thet the NAFTA negotiators
work to ensure a cortinued high level of support by the United States and Mexico for an effective
emergency planning and response programfor theborder. The Environmental Agreement provides a list
of issues on which the Council for Environmental Cooperation may wish to develop recommendations.
Included on thislist is "environmental emergency preparedness and response activities' (Article 10.2.k).

2. Background

The U.S-Mexico Inland Joint Response Team (“Inand JRT") was created by the 1983
Environmental Agreement betweenthe United States and Mexico. Thelnland JRT was givenresponsibility
for coordinatingeffortsin preparedness, mitigation, responseand preventionrelated to hazardous substance
releases along the inland border area

Thelnland JRT holds meetings annually (and more frequently whenwarranted) to address planning
and preparednessissues. In January 1988, representatives of both countries completed and signed the
U.S.-Mexico Joirt Contingency Plan. InMarch 1989, thelnland JRT sponsored its first conference in San
Diego. A second conference, focusing more specifically on the development of emergency response plans
and joint response mechanisis along the border, was held in June 1990.

In 1993, the United States provided grants to the states of California, Arizona, New Mexico, and
Texas to assist those states in developing Sister City contingency plans between cities along the U.S.-
Mexico border. In addition, the U.S. government hes given a grart to the International City/County
Management Association ("ICMA"), in order to facilitate Sister City partrerships between U.S. ad
Mexico border communities through site-specific workshops and exchanging of technical assistance
capabilities among Sister Cities.

Of thefourteenpairs of U.S. and Mexican Sister Cities (whichare located across the border from
each other) local joint hazardous substance emergency plans have been completed in Matamoros-
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Brownsville and Mexicali-Calexico. Plans are near completion for Nuevo Laredo-Laredo, Nogaes-
Nogades, and Tijuana-San Diego.

3. Potential Impact of the NAFTA

Implementation of the NAFTA will ensure that both the U.S. and Mexican governments maintain
a highlevel of commitment to continuing cooperative efforts under the auspices of the Inand JRT. These
efforts will help ensure that human health and the environment are protected from potentialy devastating
effects of chemical accidents, and that actions are taken to prevent such accidents.

In addition, as discussed in Section V.B.3 of this Report, implementation of the NAFTA should
reduce the risk of chemical accidents by eliminating the need for trarsfer of hazardous meterials fromone
truck to another at the U.S.-Mexico border.

4. Likely Trends in the Absence of NAFTA

Even without NAFTA, the industrial areasin and around the U.S.-Mexico border will continue to
grow. Therefore, the United States and Mexico will continue to face the possibility of a chemical
emergency which may have transboundary effects.

Althoughthe Inand JRT and Sister City contingency planning efforts do not require largeamounts
of resources, the U.S. and Mexican governments must remain committed to the Inand JRT to ensure that
its efforts are effective and to encourage the participation of private, as well as public, parties. However,
in the absence of NAFTA, it is possible thet the U.S. and Mexican governments would not be able to
mairntain the same level of organizational commitment and fundingto cooperative effortsdesigned to prevent
or mitigate chemical accidents.
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H. WILDLIFE AND ENDANGERED SPECIES

Current development and activities in the U.S.-Mexico border area are having an
adverse impact on wildlife and endangered species in the border area.

Although NAFTA could cause short-term slight to moderate increases in these adverse
effects as a result of increased trade and development between the two countries, in the long
term, increased opportunities for cooperation between the United States and Mexico as the
result of the NAFTA will help to address the stresses of development. Furthermore,
maquiladora de velopment will tend to be dis persed away from the border area to other parts
of Mexico, thus reducing its impact on the border area. Finally, as described in previous
sections, the Environmental Agreement provides a mechanism to address many of these
problems, especially those related to enforcement. In particular, new environmental funding
and increased personnel could result in improved environmental conditions and reduced
environmental effects in the border regions of both countries.

If NAFTA is not implemented, incentives will continue under the maquiladoras to
locate facilities inthe borderareas, thus exacerbating environmental pressures on the border,
such as loss of habitat, adverse impacts to endangered and threatened species, and
reductions in groundwater levels. Moreover, many of the increased opportunities for
cooperation, training and enforcement of wildlife protection laws discussed below would be
lost.

1. General Effects

The implementationof NAFTA will have both positive and negative effects onwildlife, endangered
species, and their habitats. These impacts will vary acrossthe 2,000- mile border. For exarmple, increased
cooperation, technical assistance, and funding to remedy transboundary water quality problems may cause
positiveimprovementsfor fisheriesdownstream but coud produce local negative effects onthreatened and
endangered species habitat if water treatment plants are constructed in riparian floodplain hebitat. Closer
coordination, as a resut of NAFTA, could also reduce or diminate local adverse effects.

More importantly, the effects of NAFTA on wildlife, endangered species, and their habitats will
vary significantly over time. Some environmental problems that preceded NAFT A will likely continue after
NAFTA is implemented. These include degradation of water quality, loss of riparian habitat, stress on
threatened and endangered species and their habitat, and illegal traffic of listed wildlife plant and animal
products.

In the pagt, development was poorly coordinated between the two countries with limited or no
mitigation of adverse effects. NAFTA provides an opportunity for increased cooperationand coordination
which may in both the short- and the long-term act to mitigate adverse effects of development on the
border area, and enhance conservationintheregon. The followingdiscussion exploresthe probable short-
and long-termeffects of the NAFTA onendangered and threatened species, wildlife trade, migratory birds,
wildlife habitat, refuges and fisheries.

Table 3 is asummary of wildlife and endangered species effects compared to existing conditions.
2. Wildlife Habitat and Biodiversity

There are many areas on both sides of the international border where habitat (including wetlands)
is under pressure as a resuit of increased industrialization, infrastructure development, and  agricuitural
development. For instance, it is estimated that ninety-five percent of the Rio Grande region's native habitat

onthe U.S. side of the border has beenlost to agricultural and other development, and wildlife in the area
is considered to be severely threatened. 1n addition, habitat in San Diego Courty and in the Tijuana area
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has been shrinking, primerily dueto population growth. Illegal huntingis also threatening wildlife, induding
several endangered and threatened species. Ninety percent of Arizona's lowland riparian habitat has
disappeared, and several species are threatened and need habitat protection.

In Mexico, the Pinacate Reservein northern Sonora, a49,000-acre park that is the most arid Site
in North Anmerica, is threatened by woodcutting, volcanic cinder mining, and poaching of the Sonoran
pronghorn antelope, of which there are less than 100 remaining.

Wildlife habitat for migratory birds and endangered and threatened species has been and is
continuingto be adversely affected by the construction of international bridges over the Rio Grande River
valley. Where current bridges exist, new access roads are sometimes being built without adequate
environmental review. Custors and related law erforcement facilities are occasiordly built within the
floodway, exacerbating the problemof wildlife habitat loss. Other threats to wildlife include contamination
of the Rio Grande oxbow lakes, knownasresacas. These small bodies of water serve as habitat for many
species of birds, as well as fish, and used to be recharged naturally by the flooding of the Rio Grande.
Pesticides also pose a menace to wildlife in the Rio Grande valley, having affected birds that eat
contaminated insects and members of several bat soecies.

The increase in trade and corregponding agricultural, industrial, and commercial development
pressures as a result of NAFTA could resut in increased use and pollution of already stressed water
resources, increased demand for sport fishing, and other recreational use of water resources. Because of
the fragle nature of desert aguetic habitats, water management is a key concern

With the expected increases in development resuting from NAFTA, there coud be a moderate
short-termincrease in adverse impacts of the sort described above. These impacts, which can occur on
both sides of the border, woud decrease in the long-term due to the joint cooperation and funding of
actionsasa result of NAFTA to resolve environmental problems associated with existing, aswell asfuture
development pressure. The net long-term effect on wildlife habitat and biodiversity could be dightly
positive.
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TABLE 3
EFFECTS ON WILDLIFE AND ENDANGERED SPECIES

Long-Term Effects Short-Term Effects Long-Term Effects
Wildlife and Without NAFTA of NAFTA of NAFTA
Endangered Species (5-10 years) (1 -5 Years) (5 - 10 Years)
Migatory Birds - - +
Wildlife Hebitats and Biodiversity - - +
Nationa Wildlife Refuges -- - +
Endangered and T hreet ened Species - - +
Wildlife Trade j— - +
Fisheries -- - +

KEY to Levd of Effects

+++ high positive eff ect
++ moder ate positive eff ect
+ dight positive effect
o] no effect
- dight adverse effect
--  moderate adverse effect
---  high adverse effect
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Asincentives under the maquiladoraprogramare eliminated as a result of the NAFTA provisions
for trade and investment liberdization, industrial and population growth should be dispersed away from the
border area. Associated impacts on wildlife habitat (including wetlands) and biodiversity should stabilize,
thus providing an opportunity to improve existing conditions along the border to the benefit of both
countries. Long-term positive benefits should be more drametic on the Mexican side of the border than
inthe United States.

While construction of new or expanded bridge crossings in the lower Rio Grande valley coud
cause an increase in wildlife habitat loss, these short-term negative impacts coud be mitigated through
additional trans-boundary cooperation and local publicinvavement to allow new bridges and access roads
to be elevated to alow a continuous corridor under the bridges. Custons and related facilities coud be
constructed outsde of the floodway.

NAFTA can encourage the expansion of cooperative training progranms with Mexico. Increased
training of M exican officials in biodiversity conservation and sustainable development, protection of habitat
for wildlife and wetlands conservation, could resut inanincreasein conservation efforts and local support
in Mexico. This inturn, could resut in increased long-term protection and enhancement of the natural
resources in many areas of Mexico.

3. National Wildlife Refuges

Presently, serious habitat and wildlife management issues confront the eight refuges located along
the border. Present adverse impacts to these refuges include effects from adjacent or upstream
urbanizetion, industry, agricuiture, contaminants, illegal M exican immigration, drug traffic, and the U.S.
efforts to control immigration and drug problems.

NAFTA could moderatey increase, directly and indirectly, problems of refuges in the short-term,
but could produce slight bereficial ervironmental effects for refuge resources in the long-term due to a
commitment by both countries to resolve problems cooperatively. Such commitments are described in
Section 1V.

4. Endangered and Threatened Species

There are a number of endangered and threatened species in the border area due to activities
affecting habitat on both sides of the U.S.-Mexico border. Endangered anima species include the
jaguarundi, the ocelot, and the pronghorn antelope, while threatened plant speciesinclude the palmetto, the
baretta tree, Johnston's frakenia, and ashy dogwood. About three dozen species of fish may already be
extinct in the lower areas of the Rio Grande due to saltwater intrusion and pollution.

Passage of NAFTA, with increased trade across the border, could cause dight to moderate
increased stress onthreatened and endangered species in that area due to increased cornversion of natural
habitats to agricuture, and development of industrial facilities, highways, international bridges, and
municipalities.

NAFTA could also resuit indight positive, long-termbenefitsto threatened and endangered species
on both sides of the border, due to increased cooperation, joint efforts, environmental education, training,
and public outreach. Many species coud benefit from NAFTA, as a result of increased cooperation
efforts, including the Sonoran pronghorn antelope and desert tortoise.

5. Migratory Birds
Many species of neotropical migratory birds depend on wintering habitat in countries south of the

United States. Many of these gpecies are declining, due to forest fragmentation, tropical deforestation, and
gerera habitat loss. Species using grasslands and openaress, aswell asthose with transitory requirements
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for wooded cover, are being adversely affected by heavy uses of pesticides. Most of these impacts are
aready occurring in the two border countries.

Inthe short-term, human development pressures in northernMexico, as aresut of NAFTA, could
cause a moderate increase in adverse effects to migratory birds due to loss and degradation of riparian,
floodplain, and montare forest from clearing, associated with industrial, commercial, and agricultural
developments.

In the long-term, the opportunities for increased cooperation with Mexico on threatened and
endangered pecies, refuges, pollution abatement, and other actions and prograns, coud result in dight
positive effects on migratory birds and their habitats due to mitigation of ongoing and short-termimpacts.
NAFTA will promote anincrease inthe level of monitoring, research, management, and traininginMexico
associated with the conservation of migratory birds and their habitats. Activities idertified in Mexico's
RESERV A program could also benefit migratory birds.

6. Wildlife Trade

The border area has been and remains a growing region of legal and illegal commercial plant and
wildlife traffic for which detection and apprehension of illicit commerce is increasingly difficult. The
increased flow of goods between the United States and M exico under NAFTA could reguire increased
law enforcement capability and an expansion of the infrastructure needed for communications,
transportation, and other related services to address an expected increase in legal and illegal wildlife
importation and commerce of wildlife products.

Actions to address the problem of increased trade are underway. 101991, Mexico became a
member nation of CITES. Through CITES, both the United States and Mexico can work more closely
to increase wildlife enforcement along the border. Through NAFTA and the Environmental Agreemert,
both countries are encouraged to work closer onlaw erforcement, training, and educational projects; and
additional funding will be made available for these activities. The net long-term effect should be reduced
illegal trade, and thus, dlight to moderate increased protection of endangered and threatened species.
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I FISHERIES

Although some fisheries-related environmental problems (in particular, the
tuna-dolphin and shrimp-turtle problems) have been a source of friction between the United
States and Mexico, Mexico has made substantial progress in addressing these problems.
Indeed, Mexico has reduced its dolphin mortality rates dramatically.

NAFTA provides opportunities for increased cooperation in fishery management and
conservation, and safeguards enforcement of laws relating to use of these resources, for
example through the CEC established under the Supple mental Agreement. This could result
in improved management of each species and conservation of depleted stocks.

Without NAFTA, currentbilate ral consultations will continue, but without the improved
atmosphere and high-level attentionthat the Environmental Agreement provides. NAFTA has
provided the incentive for many significant improvements in Mexico's conservation policies
regarding living marine resources. Without it, the United States will not have a commitment
from Mexico to give effect to these policies.

1. General Issues

All three NAFTA countries manage marine fisheries within exclusive economic zones 200 miles
from their coasts. In accordance with generally accepted international practice, the coastd states manage
resources under their jurisdiction for their benefit, but have the responsibility to conserve those resources.
NAFTA does not affect the lega status of coadtd date jurisdiction, its exclusivity, or such states
stewardship responsibility. Since obligations derived fromfishery management laws are excluded fromthe
dispute resolution provisions of the Environmental A greement, challenges to the fishery management regime
of each country will not occur under the Agreemert.

Some fishery resources span or migrate across borders. While cooperation in the management of
fisheries has been steadily increasing, particularly with Canada, the commitment to cooperation and mutual
economic benefitinNAFTA supports an acceleration of coordination and exchange of dataand information
useful to each country's fishery management system The Urnited States believes in managing fisheries
throughout their range. The enhanced cooperative atmosphere under NAFTA will facilitate thet approach
and the quality of fishery management deci sion-meking affecting stocks of mutual interest.

Commercia exploitation of fishery resources will continue to be by national fleets; thet is, NAFTA
will not lead to a large influx of commercial fishing vessels of other parties fishing in one anothers' zones.
The main source of new fishing pressure may come fromincreased tourism and associated recreational
fishing.

The effect of NAFTA interms of increased tradeinfishery productsand, by extension, on fishing
will be driven by the fact that U.S. tariffs on most fishery products are aready very
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low. Mexico already has good market accessto the United States. On the other hand, new opportunities
will open up for U.S.-produced fish. The increaseis not expected to be large, however. Aquacuture is
expected to grow in Mexico, stimulated by an improved investment climate owing to NAFTA, and may
offer an alternative to fishing for species overexploited in the wild.

Currently, the extersive arid interior regons of Mexico are recaving pressure froma growing
number of water users. This pressure is exerted on streams as water is withdrawn, diverted, and
impounded for a wide variety of uses; aswell as on aquifers due to increased withdrawal. Many of these
uses also return polluted waters to the streams and rivers. As aresullt, interior fish populations are very
stressed and limited in many aress. Insome areas, increased human populations are also increasing
sportfishing take of shell fish and finfish resources

A dlight, short-term increase in adverse effects to fishery resources could be expected due to
NAFTA-induced economic growth. However, throughNAFTA, increased cooperation, including funding
and personnel for joint efforts could occur, thus reducing ongoing adverse effects and the immediate
short-term adverse effects due to NAFTA.

Inthelong-term, NAFTA can result in dight, positiveincreasesand more stable fishery populations
along the border area, as increased water qudlity, wastewater treatment, and pollution control efforts are
implemented between the two countries. Habitat improvementsand protection efforts would also benefit
fishery resources. NAFTA will directly benefit fishery management efforts, including a possible increase
in cooperative fishery enforcement operations with Mexico, improved collection of baseline data through
joint efforts, greater protection of water flows, and possible coordination with M exico in management of
shared resources on both coasts.

2. Specific Issues

Thetwo bilatera fishery issues thet have raised the most environmental concern with Mexico are
the tuna-dolphin issue and the shrimp-turtle issue.

a. Tuna-dolphin

Since massive Kills of dolphins in the Eastern Tropical Pacific ("ETP") fishery by U.S. vessels
prompted Congressin 1972 to enact the Marine Mammal Protection Act ("MMPA"), the U.S. fleet hes
largely left the area. The Act prohibits the importation of yellowfin tuna caught with commercial fishing
technology which reauits in the incidental kill of, or seriousinjury to, ocean mammals in excess of U.S.
standards. Pursuart to the Act, importaton of yellowfin tuna caught in the ETP with purse seines by
M exican vessds has been prohibited since 1990.

In 1991, a GATT Panel requested by Mexico found the U.S. Marine Manmal Protection Act's
embargo provisionsto be inconsistent with GATT obligations. However, Mexico has beenworking with
the United States to resolve the dispute and has not asked for adoption of the Report. Inthe meantinme,
the United States has worked within the GATT with other Contracting Parties to find ways to ensure
greater conpatibility between international trade rues and environmental policies and objectives.

Meanwhile, the performance of the M exican tunafleet in reducingdolphinmortalities has improved
drametically. Dolphinmortality inthe M exican fleet (the largest fleet in the ETP tuna fishery) has declined
from 51,000 in 1989 to a projected 1993 total of less than 2,000 dolphins Thus far in 1993, the
performance of the M exican fleet in reducing the number of dolphins killed has been asgood as, or better
than, any fleet operating in the eastern Pacific, including the U.S. fleet whose performance had long been
consdered unmetchable. Since 1989, Mexico has reduced the number of dolphinskilled ineach tuna set
from 8.5 in 1989 to two in 1992. Mexico has achieved these results through a combined effort by the
government and industry including:
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-- requiring the use of specific gear and techniques to reduce dolphin mortality to the lowest
possible level;

-- mandating extensive training for captains and crews;
-- establishing strong penaltiesfor tunavessel captains and/or owners who violate regulations;
and

-- requiring thet every fishing vessel have an observer on board during every fishing trip to
monitor compliance with required measures.

Both the United States and Mexico are active participants in the international program established by an
| ntergovernmental Agreement in 1992 and implemented under the auspices of the I nter- American Tropical
Tuna Commission ("IATTC").

The Agreement has three principal componerts:
-- it establishes a per-vessd limit on mortalities that is reduced each year;

-- it requires an observer on every tunapurse seine vessel over acertain Size operating in the

fishery; and

- it establishes a research program to develop new fishing gear and techniques to reduce,
and if possible eliminate, dolphin mortality in the fishery.

Inaddition, the Agreement establishes anl nternational Review Panel (comprised of Government, industry,
and NGO representatives) to monitor compliance and to recommend additional measures to ensure
compliance with the Agreement.

The Unted States is committed to continued reduction of dolphin mortality with the goal of diminating
it through the most effective means available. The International Dolphin Conservation Act of 1992
authorized the implementation of a moratorium on encirclement of dolphins, subject to agreement by a
mgjor purse saine tuna fishing nation, but to date no nation has committed to such an approach. 1nJune
1994, the United States will prohibit the importation and marketing of any tuna thet is not shownto be
dolphin-safe.

b. Sea turtles

Mexico's progress with respect to conservation of sea turtles has also been noteworthy, although
there still are occasonal verified reports of violations of conservation programs. Mexico has since 1991
implemented and enforced enhanced provisionsto protect seaturtles caught incidentaly in its shrimp- trawl
fishery. Morerecently, Mexico in April of 1993 mandated the use of turtle excluder devices ("TEDS") on
all commercid shrimp trawl vessels operating inthe Guif of Mexico and the Caribbean to eliminate the
inddental capture and drowning of seaturtlesin shrimp tram nets. The Mexican shrimp fleet has receved
extensivetraining in the use of TEDs from U.S. gear technicians. That training will continue this fall for
Mexican shrimp fishermen on the Pacific coast. Withthislatest action, M exico will soon use TEDs on 100
percert of its vessds in the Caribbean and Guf of Mexico before May 1994, when U.S. law woud limit
shrimp imports from nations not using TEDs.  Recent reports indicate that mandatory TEDs training and
stringent SEPESCA ingpection will result in full compliance by the shrimp fleet with Mexico's TEDs
program

In addition, Mexico has for many years implemented programs thet protect seaturtle nests on its
beaches. AnApril 1990 Presidertial decree set aside 17 nesting beaches asreserve and shelter zones for
marine turtles. With the establishment of a National Marine Turtle Program, Mexico selected protection
canps (beach sites) in both the Guif and Pacific coasts where turtle eggs were studied, and protected
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through removal and relocation in special secure areas. In addition, this program has sought to promote
turtle conservation throughthe protectionof nests, fostering of artificial incubation of eggs where necessary,
release of turtle hatchlings, and tagging of specimens. 1N 1990, Mexico aso banned the previously legal
harvest of olive ridley sea turtles in the state of Oaxaca Mexico has also joined CITES and banned
exports of sea turtle shell and skins to Japan and elsewhere. Mexico and the United States have
cooperated for years on a programto save the highly endangered Kenyp's ridley sea turtle whose only
known nesting beach is at Rancho Nuevo, Mexico and have agreed to work together on a regond
convention for sea turtle conservation.

3. Cooperative Efforts

One objective of the Ervironmental Agreemernt is to promote sustainable development based on
cooperation and mutually supporting environmental and economic policies. Under this agreement, the
United States will be able to consult with Canada and Mexico in the Commission for Environmental
Cooperation ("CEC") onissues that the United States could previously discuss only onamoread hoc basis
for lack of a proper forum.

Fisheries enforcement cooperation could result in an improved effort to preserve endangered fish
and cetacean ecies. An example of recent, improved enforcement cooperation between Mexico and
the United States involves an agreement to protect the vaguita and the totoaba. Bothvaquitaand totoaba
are endangered species thet share habitat in the Sea of Cortez. Mexico prohibits by law the harvest of
totoadba The two countries have recently drafted an enforcement agreement to improve enforcement of
the illegal harvesting ontotoaba in Mexico. This is a positive cooperation effort made in articipation of the
NAFTA.

The CEC will aso act as a forum for consultations on issues relating to the environmental
implications of a good during its life cycle. The incidental death of vaguita during the harvest of totoaba,
the incidental death of dolphin during the harvest of tuna and the incidental death of sea turtles duringthe
harvest of shrimp are al examples of processes or production method ("PPM™) problems that could in the
future be addressed inthe CEC. Consultations among the three courtries on PPM issues will progress
fromthe cooperation and exchange of scienceand technology that can occur during consultations to resolve
that specific environmental concern.

In October 1993, the Agency for International Developmernt ("AID"), with the National Marine
Fisheries Service, agreed to provide the Government of Mexico and the Mexican Fisheries Ministry
("SEPESCA") with technical assistance and training for the protection of marine resources of binational
importance, principally marine turtles and mammels taken in the shrimp and tuna fisheries.

Under the AID Agreement, NMFS will provide training, assistance and other technical support to
the Government of Mexico and SEPESCA to strengthen their efforts inthe use of TEDS, dolphin-safe
research, biosphere reserve management and vaquita surveys. NMFS specialistswill prepare final reports,
including recommendations on these subjects. NMFS will also arrange to conduct a program evaluation
duringFY 1994 to determine training programimpact, measuring progress toward specific activity targets
and overall improvement in marine resource protection.

Marine pollution monitoring stations have been established throughout the United States, including
seventeenalongthe U.S.-Mexico border, under the NOAA Status and Trends program: Sedimentsand/or
biota have been sanpled for several yearsto monitor pollution in the marine environmert.

4. Marine Sanctuaries and Reserves
Inorder to protect vauable habitats for the marine mammal known as vaqguita and the endangered
finfishtotoaba, President Salinas inaugurated a 1.7 million hectare biosphere reserve inthe state of Sonora,

on Jure 10, 1992. The two new biosphere reserves, located close by Puerto Penasco, are officially
recognized asthe Pinacate/Great Desert of Altair and the Upper Guif of California/Colorado River Delta.
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The protected zone within the Guif serves as home and breeding ground for the vaguita and the totoaba.
Mexico also has a reserve in Baja, California for the grey whale to protect breeding habitat.
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J. FORESTS, PARKS AND RANGELANDS

While deforestation in Mexico will likely continue, it is anticipated that NAFTA could
slow the rate of deforestation somewhat, due to a general increase in wage rates and an
increase in alternative sources of productive employment.

In the short term, resource threats to the National Park System may be created by an
increase in cross bordertransportation, increas ed population se ttlement with some additional
industrial site development at or near the border, consequent decreased water quality, and
increased destruction of cultural resources. However, increased opportunities for joint
cooperation to address these problems may alleviate some of their impacts. NAFTA may
increase demand for services from public lands, but otherwise its impact on them will be
negligible.

If NAFTA is not implemented it is unclear that alternate mechanisms to reduce
deforestation exist. Pressure in the border areas would continue, particularly those driven
by the concentration of maquiladoras. Without NAFTA, public use and demands on public
lands will continue, but likely at lower levels than with the implementation of NAFTA.
However, without NAFTA, the level of adverse impacts to park resources would be slightly
greater than long-term conditions with NAFTA due to less joint coordination and cooperation
between U.S. and Mexican environmental agencies to reduce environmental problems.

1. Forest Resources

Mexican forest resources are an importart netional and global resource. Marny animal and plant
species are endemic: 53 percent of the reptile species and 14 percert of the plant species in Mexico's
forests exist nowhere elseintheworld. Mexico ranks seventhin tropica fores area However, the U.N.
Food and Agriculture Organization ("FA Q") esimates M exico islosing 1.3 percent of its forests per year.
According to the World Wildlife Fund, regiona studies suggest thet half the forest cover has been lost in
the last tenyears

A key cause of deforedation in Mexico is that most forested areas are considered an
"open-access'resource. Although most forest land is nominally owned by gjidos (landowner associations)
or the state, effective cortrol is often corntested. Hence, forest resources are likely to be overexploited.
Furthermore, even in cases where control is not an issue, there is little incentive for forest resource users
to consder theoffsite effects such asincreased siltation downstreamor the loss of biodiversity. Therecent
changein the gido sysemincreases the uncertainty about ownership of Mexican forest resources ard, at
least in the short-term, speeds up the rate of deforegtation.

A common misconception is that deforestation is the result of logging for timber production and
exports. In Mexico, two other economic activities are more important: the collection of fuel wood (a
cheap source of energy), and the conversion of forest land to agricuiture (cropland and pasture). Poverty
and unemployment play an importart role inforest land converson. The only resource of the poor is their
labor. If wage rates are low or employment is unavailable, the poor must find other sources of survival.
Callecting fuel wood and growing crops on previously forested land are often their only source of

productive employmert.

NAFTA will cause Mexican wage rates to rise and demand for labor in sectors with comparative
advantageto increase. These two factors will provide the poor with new, productive employment and will
reduce the pressure to collect fuel wood and convert forest land to crop production.

2. Impacts on National Park Service Areas and Responsibilities

132



TheNAFTA: Rgoat onEvironnantd Issues SeionM

The National Park Service, in line with its general responsibilities under the Archeological
Resources Protection Act, articipates a heavier law enforcement burden in controlling and investigating
illegal excavations of archeological sitesand illegal cross-border trade inarcheological objects. Thisissue
is of growing concernto the Native American community in both nations.

There are also concerns over the articipated increases in cross border transportation as a resuit
of NAFTA. The lack of amgjor east-west highway in Northern Mexico indicates potertial pressures on
current and possibly new north-south (cross border) corridors. An exanple is Arizona State Route 85
through Organ Pipe Cactus National Monument.  This road, which already has been determined to have
a detrimental effect on conservation of the park's natural resources, is currently alow-volume recreational
useroad. Ifvolumeincreases, and evolvesinto heavy commercia vehicle use, negative impacts on the park
will intensify. The proposed extension of 1-17 from Flagstaff to 1- 15 has the potertial for impacts onGlen
CanyonNational RecreationArea, Pipe Springs National M onument, and Zion, Bryce Canyon, and Grand
Canyon National Parks. The latter, as a desgnated World Heritage Site, calls into play both U.S. and
M exican treaty obligations toward its protection.

Groundwater depletion is another area of ongoing concern. Organ Pipe Cactus National
Monumert, for exanmple, is already documenting asignificant draw down of the groundwater table due to
irrigation of agricuitural areas and increased pumping of groundwater for urban areas in Mexico. Also of
concern to the park, in addition to ground water depletion, is the effect on rnetive plants and animals of
herbicide and pesticide drift, and invasion of non-native flora and fauna.

Another concernrelatesto plans for industrial site developments at or near the border. Concerns
have recertly been expressed by the National Park Service over Mexican construction of a new power
plant (Carbon I1) near an existing one (Carbon 1) inthe State of Coahuila. Both facilitiesare coal fired and
lack pollution control equipment for suiphur and nitrogen oxides. There is significant potertial for inmpacts
on air qudlity, through visibility impairment and possibly negative effects on vegetation, in Big Berd and
Guedalupe Mountains National Parks. Both areas are designated Class | under the Clean Air Act.
(Recent developmerts on this issue are discussed in more detail in Section VI1.B.)

I ncreased industrial development and urbanization at the border may also have impacts on park
resourcesthroughwater quality effects. The effects of upstreamimpoundments, channelization, diversions,
and irrigation is impacting the Rio Grande, as it flows through Big Bend National Park and becomes the
Rio Grande Wild and Scenic River. The above indicators indicate the probable emergence of additional
and perhaps intensified short-term resource threat issues to National Park System units from activities
reasonably to be articipated as a resut of NAFTA. However, many of these adverse threats could occur
without the implementation of NAFTA as Mexico increases trade with the United States and economic
development inits northern frontier regions and people are drawn to the border for jobs.

NAFTA promotes opportunities to improve the mechanisms for discussion and resolution of these
disputes. The creation of a new North American Commission on Environmental Cooperation woud
facilitate the necessary technical/legal dialogue with Mexico, provide for  independent arbitration of
technical issues, and hold out the ultimate option of invoking trade sanctions on violators No similar
effective method of dispute resolution and settlement exists currently. Inthe long-term, the objectives of
NAFTA and the Environmental Agreement should favor resolution of many of these issues.

3. Impacts on U.S. Bureau of Land Management Lands
Only minor impacts are expected to public rangelands alongthe U.S. border with implementation
of NAFTA. There may be a dight increase in Mexican livestock grazinginthe United States. However,

this occurs quite regularly at present. Also, new livestock border crossings may be developed, as severd
are currently proposed.
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Public landsalongthe border are receiving ever-increasing amounts of recreational use. Generally,
recreational users of public land are providing a much needed economic boost to the small communities
on both sides of the border. This recrestional demand is expected to increase.

The U.S. Bureau of Land Management identifies and makes available utility corridors and road
rights-of-way on request for rural communities. 1t issues free use permits for sand and gravel operations
that support state and county road construction and maintenance. It also provides land to local
governments at a nominal cost for recreation and public purposes. Through this program, the states,
counties, and cities can acquire land for such things as parks, schools, wildlife management areas, and
landfills.

It is expected that the border areas of New Mexico, Arizona, and Cdiforniawill prosper under

NAFTA. Thiswill result inincreased requestsfromlocal governments for servicesthat coud be provided
from public lands.
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K. HEALTH IMPLICATIONS

Assuming that the NAFTA is successful in increasing economic development in Mexico
generally, and along the border specifically, increased governmental support to the
community and health infras tructure is expected, accompanied by an improved overall health
status.

In the absence of NAFTA, if Mexico does not place greater emphasis on
environmental enforce ment along the border, the environmental health issues couldincrease
geometrically, particularly for victims of surface water and groundwater pollution. Health
problems ranging from bacterial infections to toxic effects from hazardous waste could take
a dramatic upswing. He alth and environmental resources, currently inade quate on both sides
of the border, could be expected to remain so.

1. Background

The U.S.-Mexico border area population is increasing faster than the overal population of the
United States, experiencing a 25 to 30 percent increase during the 1980s, compared with a10 percent
increase for the United States as awhole. Factors contributing to this rapid increase are high birth rates,
lower age specific death rates, and high in-migration.

The population of the border countiesiis likely to beyoung, unemployed, andwith a high percentage
of persons living below the poverty level. The population on the border is younger than respective state
and national averages, whichwill tend to resuit in ahigher birth rate and increasethe need for maternal and
child care services. An expanding population of persons below the poverty level increases requirements
for public resources and services.

Mexican women regularly cross the border to receive obstetrical services in the United States.
Thereisalso evidence that alarge number of U.S. citizens go to Mexico for prenatal care, medical services
and minor surgery, Snce medical care costs there are currertly less. Data show that birth outcomes for
these women, as measured by birth weights, are actuelly better than state averages.

Migrant and seasonal farm workers are of specid concern inthe U.S. border counties. The
mobility of this population exacerbates the difficulty of obtaining accurate data, developing adequate
planning and budgetary approaches, and implementingappropriatedisease prevention and control services.

A significant public healththreat resuting fromincreased migrationto border courtiesis the spread
of infectious disease. The high-population industrialized areas of the border, characterized by severe
poverty, poor housing, crowded living conditions, environmental contamination and an absence of clean
water and sanitation systens, are conducive to a highincidence of infectious diseases, particularly hepatitis,
tuberculosis, measles and diarrheal diseases.

Unincorporated settlements exist on both sides of the border, with over 500 colonias along the
Texas side exhibiting similar crowding and sanitation problems. Raes of amebiasis, shigellosis and
campylobacteriosis in border courties are higher than for the State of Texas as awhole. Eachof these
diseasesis caused by poor hygiene, polluted water, and contaminated foods, asis Hepdtitis A.

Except for the County of San Diego, border counties are below the national average in numbers
of all types of physicians, including primary care physicians. All of the border counties are categorized as
Hedlth Professional Shortage Areas under the HHS-funded National Health Service Corps funded by the
Department of Healthand Human Services ("HHS'). There are about 26 health professionals assigned
through this program working in locations throughout the border courties of the four states.
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Occupancy rates for hospitals in the border counties tend to fall below the national average, but
it is not possible to determine whether this reflects an excess capacity of hospital beds or a deficit of hedlth
care personnel, particularly nurses, needed to operate at higher levels.

Community/Migrant Hedlth Centers are federally funded primery care centers located in areas
where medical service is insufficient. In the border counties a total of 50 clinic stes provide primary
medical and dental care. These certers are serving medically underserved areas where the only other
aternative for health care is often a hospital emergency roomor no care at all.

The Department of Health and Human Services, through the Public Hedth Service ("PHS"), ad
Mexico's Secretariat of Health ("SSA") have been cooperating informally on border issues, on a regular
basis, since 1942. This cooperation has beenaided by the Pan Anmerican Health Organization ("PAHO"),
which has provided a key informal forum for federal, state and local health officials to both discuss
binational hedlthissues and cooperate in intervention activities. Over the years cooperative activities have
ranged fromrabiescortrol to tubercuosis preventionand control. Both epidemiologica and healthstatistics
data are provided to the PAHO Field Office by both sides. These data are of particular importance
because they serve as an early warning about disease outbreaks as well as providing informetion about
hedlth status and healthneeds. The PAHO Field Office is also participating, in close cooperationwithU.S.
and Mexican federal, state and local governmerts, in the development of health profiles of border Sister
Cities, to assist in both measuring the efforts of binational cooperationand in idertifying emerging areas of
need.

Inaproblem-oriented approach, PHS and SSA are cooperating inanew strategy focused onthe
U.S.-Mexico border. The programiis limited to border Sister Cities, with regponsibility for developing
cooperétive activities in the hands of city/county hedlth officers. It emphasizes developing partnerships
among governmental, academic and public and private for-profit and non-profit institutions. PHS and SSA
are currertly cooperating in a number of areas to facilitate the surveillance and control of cholera, ad
working inten Sister Cities to develop binational health projects in six priority health areas.

Recently, HHS/PHS and EPA are gvingincreased attention to border environmental public health
cooperation, including state and local health and environmental officials and volunteer organizations.

HHS/PHS and EPA are developing amemorandum of agreement covering a number of activities

whchwoud be carried out in conjunction with state and local officials. Under consideration are efforts
to:

° gather and analyze informetion and data to develop baseline informeation on the currert
situation, which will allow the measurement of change over time.

° strengthen the statistical and epidemiological systers necessary to provide these datg;

° develop asentinel systemto detect emerging, potentially environmentally-related illness or
disease;

° conduct assessment of the risk of hazardous waste Stes to local communities; and

° design and implement a program of research which can test results of research already
conducted in other settings for relevance to the border situation; researchto test questions
of diseasefillness occurence idertified through the sertinel system or epidemiologic

surveillance; or research to identify environmental conditions thet coud impact human
health.

2. Potential Impacts of the NAFTA

As noted above, there remain some formidable difficulties in forecasting with any accuracy the
hedlth implications of NAFTA implementation. Such an assessment must be based on assumptions of
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economic development, population growth, migration, environmental contamination, healthstatusand other
variables previously discussed.

Inlooking at the healthimplications for border communities, differences appear in the long term.
Some projections anticipate adowing of population growth in the border area in thenear term, but it is not
redlistic to expect that resources will be immediately available to provide the infrastructure necessary to
provide complete services for the border populations.

Should the type of industry that comes to the border change, or become more varied under the
NAFTA, adifferent demographic patternfor the employed population and the risk interms of occupational
and environmental health effects could resuit. This could also result in changesin both disease patterns and
demands for services.

Inthelonger term, however, inplementation of the NAFTA is expected to be generaly a positive
influence onthe situationonthe border. The mix of border and interior industry growth should tend to keep
up with the need for new jobs for border populations and keep migration down from the interior, due to
employment opportunities closer to other urban centers.  Assuming that the NAFTA is successful in
increasing economic development in Mexico gererally, and along the border specifically, increased
governmental support to the community and healthinfrastructureisexpected, accompanied by animproved
overal health status.

Again, these predictions are difficult because so many unknown variables exist; however, socio-
economic levels within communities usually have a negative relationship to health status. Under any
scenario, the occupational healthinfrastructure will be inadequate in the foreseeable future to dedl withthe
challenges. Even though some maquiladoras currently have hedlth care personnel on thepremises, they are
usually not trained in occupational health. The focus thus far has been on participating in the delivery of
hedlth care services to workers and their families in cooperation with the Mexican Socia Security System
("IMSS"). This focus can be expected to continue until improvements in the infrastructure provide the
resources for delivery of necessary services to the total population.

3. Likely Trends in the Absence of NAFTA

Edimating the inplications for health inborder communities if the NAFTA is not implemented is
also difficuit, but in general less optimistic. It can be presumed that additional development will continue
to take place onthe M exicanside of the border, withthe concomitarnt increase in migration fromthe interior
of Mexico to the border. Environmenta pollution will continue to be concentrated in existing highly
populated corridors and the existing stresses on theinfrastructure and services on both sides of the border
will continue. The continued highrate of population growthwillincreaseboth the number of unincorporated
settlements and the crowding of existing housing. Despite the current level of effort by U.S. and Mexican
authorities to provide more sanitation, potable water services and basic health care, a larger absolute
number of people remain without adequate services.

Without NAFTA, the key infectious diseases would continue to be mgjor problems at the same
inadence levels, particularly Hepatitis A, tuberculoss and the diarrheal diseases. Deteriorating
sanitation/water supplies could resuit in cholera outbreaks inborder communities which, thus far, have not
occured. Meades would continue to decrease as SSA vigorously implements childhood immunization
campaigns throughout Mexico. Accidents and chronic diseaseswould increase slowly with the population
increase and the absence of resources for effective prevention campaigns. Requirements for meternal and
child hedlth services, particularly obstetrical services, will increase on both sides of the border.

In the absence of NAFTA, if Mexico does not place greater enphasis on environmental
enforcement along the border, the environmental healthissues could increase geometrically, particularly for
victims of surface water and groundwater pollution. Health problems ranging from bacteria infections to
toxic effects from hazardous waste could take a dramatic upswing. Health and environmental resources,
currently inadequate on both sides of the border, could be expected to remain so.
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